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PROFILE: Based|in Joplin, Missouri, The Empi
District;Electri¢ Company (N SEEDE) is an
nvegtof-owned utility providipg electric service

o apprpximately 157,000 cusfomers j southwest
issouri [southeas] Kapsas, northeast Qklahoma,
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TO OUR mzbmWI@F@mmm

It was a busy year. In 2003, we installed two new peaking units, laid the groundwork
for an outage management system, executéd a series of financing arrangements,
negotiated two rate increases, addressed corporate governance challenges, turned the
first profitable quarter from our bosémm&mamm business, set up a new management
development program, and repaired major damage inflicted by a series of tornadoes.

We are proud of the results yielded by our efforts. To highlight just a few:

© Qur top priority was to improve our financial strength, and we did. We
refinanced debt at lower interest rates and issued 2.3 million shares of new common
stock. Today our equity to total capitalization ratio stands at about 47%, well in line
with what we consider a healthy ratio for our business.

© We wanted to assure our compliance with recently mandated corporate gover-
nance reforms, and the Board of Directors moved aggressively to do so. Among other
things, they established guidelines for corporate governance, a code of ethics for senior
financial officers and me, procedures for reporting mnoozbabm or audit-related
complaints, and criteria for the independence of directors. All directors except Myron
McKinney and me have been declared independent by the Board. Charters are in place
for the Audit, Nominating/Corporate Governance, and Gompensation Committees.

o EDE Holdings, Inc., the Bosunmm&r:& arm of our business established in
2001, posted its first profitable period in the fourth quarter of 2003. We believe our
non-regulated activities, which form about 2% of our assets, are on schedule to add

a small cushion to earnings within the next few years.

Earnings. Earnings per share were $1.29 in 2003, up from $1.19 in 2002. This
8.4% increase largely resulted from increases in our rates, continued customer growth
and diligent management of expenses. A full discussion of financial results can be
found in the Financial Review section under “Management’s Discussion and Analysis
of Financial Condition and Results of Operation.”

ey Business Strategies for 2004. As we move forward, our business plan
remains largely unchanged. Except for the goal of establishing a management develop-
ment program, which was achieved in 2003, we've retained the key business strategies
developed for 2003 and adjusted their focus to reflect 2004 priorities.

Assure appropriate corporate governance. We are on track to meet all new require-
ments of the New York Stock Exchange, Securities and Exchange Commission, and
Sarbanes-Oxley Act by, or prior to, the deadlines.

Diversify weather and Missouri regulatory risfi. We will continue to wnzé_w pursue
acquisition opportunities that balance our seasonality profile and to work with the
Missouri Energy Development Association (MEDA) to restore balance to Missouri’s
regulatory environment. High on MEDA’s agenda for 2004 is obtaining a fuel
adjustment clause and pre-determination for major construction.

Improve financial performance. While we are pleased with our progress in this area,
we are not satisfied. Accordingly, we will continue working to achieve rate relief when
justified, reduce volatility in our fuel costs, and gain new efficiencies in our operations.

Implement productivity enhancements/new technologies. Over the Ppast year or so,

our system mapping project has laid the groundwork for major productivity gains.
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For an electric utility, it’s all about
response. When the customer flips a
switch. When Mother Nature stirs up a
storm. When the shareholder looks for
value. Sometimes you must be quick
and reflexive. Sometimes you must
move deliberately. And sometimes

you just need to follow your plan.
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CONSECUTIVE YEARS OF DIVIDENDS

Empire shareholders have been
paid dividends, without interruption,
every quarter since 1944, it's an
accomplishment we're proud of.
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ENVIRONMENTAL AWARDS

In 2003, our trophy box gained three new Missouri awards
presented to Empire by Governor Holden: the Pollution
Prevention Award, the Recycling Award, and the prestigious
Statewide Environmental Excellence Award. The awards
recognize the Asbury Ptant TDF program, which recycles
old tires into fuel for power generation. TDF now
comprises 2% of the fuel burned at Asbury.

ASSESSING THE

RECENT PAST ; , _
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QUICKER
RESPONSE

BENEFITS OF EMPIRE'S
NEW GIS/OMS.

The GIS/OMS uses geographical
positioning technology to allow
dramatic efficiencies in a wide

array of operational functions.

The GIS/OMS will be completed

in 2004.

IMPROVED
CREW
DISPATCH

IMPROVED
SAFETY

Mere ORN the way. Our next major gains in productivity are expected to come from a
project currently underway, the Geospatial Information System and Qutage Management System.
The GIS/OMS uses geographical positioning technology to allow dramatic efficiencies in a wide
array of operational functions. System mapping was completed in early 2004, and we expect the
balance of the project to be in place by late third guarter.

$eizing eppertunity. We also ook to enhance our competitive position through our small
line of non-regulated business held by EDE Holdings, Inc. In 2003, EDEH acquired Joplin.com, a high-
speed Internet service provider, and a 6% interest in ETG, a company that makes automated meter
reading equipment. Conversant, EDEH’s software company, signed its first customer in 2003 and
began contributing license revenues in the fourth quarter. in February 2004, Conversant signed a
license agreement with its second customer, Energy Services Group, a Massachusetts company
providing business processing outsourcing services to the energy industry.

It's ail persONal: goed corporate citizenship. Most Empire employees are customers
and shareholders as well as Company workers, and we live in the communities we serve. So good
corporate citizenship for us means taking care of our own. We maintained these responsibilities

ENHANCED
SERVICE

BETTER
TARGETED
BUDGETING

IMPROVED
TROUBLE-
SHOOTING

in 2003. We worked closely with communities to promote economic development, with schools
to further educational opportunities, and with charities and social service organizations to
assist the less fortunate.

It's all persONal: reaching for green and elean. We're constantly on the lookout for
cost-conscious ways to be responsible stewards of the environment. Our TDF (tire-derived fuel)
program, which collects discarded tires that are processed and burned for fuel at the Asbury
Plant, was honored in 2003 with three statewide environmental awards. And our investigation
into supplying future energy needs includes research into renewable energy opportunities.

It's all persONal: being a goed employer. We enhance the value of employees by
putting heavy emphasis on training. In 2003, our Hollister, Missouri, employees were recognized
by the National Safety Council, just the latest bit of evidence of the success of the workplace
safety program. And 2003 marked the launch of a new management development program
designed to prepare the next generation of leadership.

it all ties back to a clear, basic philosophy: Keep the plan simple and balance the interests
of shareholders, customers and employees. In other words, ﬂmmuoza.
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BB THE TORNADOES THAT HIT
% EMPIRE'S SERVICE TERRI- Larry Myers | LINE OPERATIONS - SARCOXIE
W RY WERE F-35, A “HIGH- i hile
ND F-4" INTENSITY HIT “That first day people sat on the curb and cried while we

walked by pulling wire. It was hard to keep going but there
wasn't time to think about what had rmgumbmm. We had to

get our feeder hot and get power to those @movﬂm.:

WHAT IS THE F-SCALE?

The F-Scale, or Fujita Scale, measures

tornado intensity on a scale of F-0 (winds Travis Jones \ COMMUNITY RELATIONS - WEST
4072 mph) to F-5 (winds of 261-318 mph). et
F-3s, with winds from 158-206 mph It was like a %Wmmi @SNNF 1
_ without any corn
account for about 6% of all tornadoes. v~ ers
to help you get started. Everything was in pieces.”

Visiting Lineman

“And when we finall) made our way though the mess, a guy was
standing on his porch —no house, no trees standing, just that
porch — waving and yelling that he was glad to see us. Man, I
thought, you've lost everything. How can you be glad to see us?”

Marsha Wallace
ECONOMIC DEVELOPMENT

Marsha contributed to the recovery effort Denny Frieze w
in southeast Kansas by coordinating meal
deliveries for field personnel.

SUBSTATION MAINTENANCE - WEST

“Four days. Your men have to have a lot of
heart to finish a job like that in four days.”

-On constructing a new substation in record time, The previous fastest time was 7 weeks, g days
Marsha Wallace _ ECONOMIC DEVELOPMENT
“We brought meals directly to them so they could

keep working. Just as importantly, we brought them

. 99
snacks and cold drinks so they'd stop to rest.
-Explaining how office employees assisted linemen and other field personnel.

Page 16




TR ¥ &
SRR

AN T i TR

e
i

S
e

it itk
e e s e
R T L SRR

il

Taial Operating Refenues




CHARTED DATA
THE EMPIRE DISTRICT ELECTRIC COMPANY

Operating Income
DOLLARS IN THOUSANDS

56,837 | 6143

45,862 43,212

42,231

99 00 01 02 03

System Capability and Peak Demand
MEGAWATTS

99 00 01 02 03

[l PuRcHASES capACITY

GENERATING CAPACITY

- PEAK DEMAND

Average Rates
CENTS PER KILOWATT-HOUR

D
™ \ Y
N )
‘o o
&( 30., o
P N
T
TE
: =
f 8
=]
00 01 02
-mmm_cmzj>_, COMMERCIAL D INDUSTRIAL

Utility Plant in Service

DOLLARS IN THQUSANDS 200.2
1108385 1200241

92856 1069264

878,287

99 00 0t 02 03

Total System Input (Does not include Hydro)
MILLIONS OF KILOWATT-HOURS

~ PURCHASES AND INTERCHANGE m GENERATED

Page ~m.

2003 Sources of
Total Revenue 2%

3%

Miscelfaneous

Off-System .
Wholesale
0
Mu:.\mcmas /) wo.o\o .
Wholesale Residentiaf
6%
Non
Regulated A
0,
28% ) 16%
Commercial Industrial
Empire power Plants
PERCENT OF CAPACITY
1%
.\g OZARK BEACH
{ATAN UNIT NO. 1 (Hydro)
(Coal Fired)
35%
19% STATE LINE
ASBURY (Gas & Ol
(Coal Fired)
25%
ENERGY CENTER 2%
(Gas & Ofl) RIVERTON
(Coal Fired)
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RESULTS OF OPERATIONS
The following discussion analyzes significant changes in the results of operations for 2003, compared to 2002,
and for 2002, compared to 2001.

Electric Operating Revenues and Lilowait-lleur Sales
Electric operating revenues comprised approximately 93% of our total operating revenues during 2003. Of these
total electric operating revenues, approximately 41% were from residential customers, 30% from commercial
customers, 17% from industrial customers, 4% from wholesale on-system customers, 3.5% from wholesale
off-system transactions and 4.5% from miscellaneous sources, primarily transmission services. The breakdown
of our customer classes has not significantly changed from 2002 or 2001.

The amaunts and percentage changes from the prior periods in kilowatt-hour (“kWh") sales and operating
revenues by major customer class for on-system electric sales were as follows:

kWh Sales
(in mitlions)
2003 2002 % Change* 2002 2001 % Change*
Residential 17283 17265 01% 17265 16811 21%
Commercial 1386.8 13782 06 13782 1375.6 02
Industria 10987 10274 30 10274 10049 22
Wholesale On-System 3086 3231 45) 3231 3223 02
QOther**+ 1039 1028 11 102.8 1018 0
Total On-System 45863 45580 0.6 45580 44857 16
Operating Revenues
(in miilions)
2003 2002+ % Change* - 2002 2001+ % Change*
Residential $1252 51195 47% $1195 $1096 91%
Commercial 90.6 855 59 855 813 5.2
Industriai 506 468 83 468 437 10
Wholesale On-System 124 19 48 19 129 81
Other*** 13 6.8 13 68 6.3 15
Total On-System $ 2861 $2105 58 $2705 $253.8 6.6

* Percentage changes are based on actual kWhs and revenues and may not agree to the rounded amounts shown in this tabl

** Revenues exclude amounts collected under the Interim Energy Charge during 2001 and 2002 and refunded to customers d
discussion below,

*** Other kWh sales and Other Operating Revenues include street lighting, other public authorities and interdepartmental usage.

g the first quarter of 2003, See

On-System Electric Transactions. KWh sales for our on-system customers increased slightly during
2003 primarily due to customer growth. Colder temperatures during the first quarter of 2003 as compared to
milder temperatures during the same period in 2002 had a positive effect on sales with a new all-time winter
peak of 987 megawatts being established on January 23, 2003, replacing the previous winter peak of 941
megawatts established in December 2000. However, the increase in first quarter sales was offset by unfavorable
weather in the second, third and fourth quarters of 2003 natwithstanding setting a new summer peak demand

of 1,041 megawatts on August 25, 2003. Despite only a sfight increase in kWh sales, revenues for our on-system
customers increased approximately $15.6 million, with approximately $13 million of this increase attributed to the
Missouri, Oklahoma and FERC rate increases discussed below with the remainder attributed to customer growth.
Customer growth contributed approximately 57 million to revenues during 2003 offset by an approximate $5
million negative effect from weather. Our customer growth was 1.63% in 2003, 1.60% in 2002 and 113% in 200L.
We expect our annuaf customer growth to be approximately 1.5% over the next several years.

Notwithstanding the new summer peak demand, the slight increases in residential and commercial kWh
sales in 2003 were due primarily to the customer growth discussed above. Industrial sales and revenues, which
are not particularly weather sensitive, increased during 2003 mainly due to increased sales resulting from the
addition of two new oil pipeline pumping stations on our system that became fully operational in June 2003.
Also contributing to the increase were increased sales during the first quarter of 2003 because of better
economic conditions as compared to the first quarter of 2002 when our service territory experienced a general
sfowdown in economic activity. In addition, industrial revenues, as well as residential and commercial revenues,
were favorably impacted by the December 2002 Missouri rate increase and, to a lesser extent, the August 2003
Oklahoma rate increase.

On-system wholesale kWh sales decreased due mainly to the change in customer status in June 2003 of an
on-system wholesale customer/aggregator, which comprised three of our on-system wholesale accounts, which
elected to go om.mﬁnms and purchase power from us at market-based rates. Revenues received from these
accounts, which comprised 5-6% of our on-system wholesale sales, but less than one-half percent of our total
on-system sales, in both 2002 and 2001, are now included in our off-system sales. This reclassification did not
have a material impact on off-system sales. Overall revenues associated with these FERC-requlated sales
increased as a result of the FERC rate increase that became effective May 1, 2003 and as a result of the fuel
adjustment clause applicable to such sales. This clause permits the pass through to customers of changes in
fuel and purchased power costs.

KWh sales for our on-system customers increased during 2002 as compared to 2001, primarily due to
cooler temperatures in April and the fourth quarter of 2002 (during our heating seasons) and warmer tempera-
tures in June and September 2002 (during our air conditioning season). Revenues for our on-system customers
increased primarily as a result of the increased sales and the October 2001 Missouri rate increase and, to a
fesser extent, the December 2002 Missouri rate increase and the July 2002 Kansas rate increase discussed
below. The increases in residential and commercial kWh sales and revenues in 2002 were due primarily to the
weather conditions and rate increases discussed above. Industrial sales and revenues increased, reflecting
increased sales in April 2002 and during August through November 2002 as compared to the same perieds in
2001. Residential, commercial and industrial revenues for 2002 were also favorably impacted by the Missouri
and Kansas rate increases.

On-system wholesale kWh sales increased in 2002, reflecting the weather conditions discussed above.
Revenues associated with these sales decreased in 2002 as compared to 2001 as a result of the operation of our
fuel adjustment clause applicable to these FERC requlated sales.
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Plant reflecting a scheduled five-year maintenance outage for Unit No. 8 in the first and second quarters of .,Noow
as well as to make necessary repairs to a high-pressure cylinder. The decrease in maintenance and a_um_a ,
expense for the State Line Combined Cycle Unit reflects, in part, a $1.8 million true-up credit received from
Siemens Westinghouse in June 2003 related to our maintenance contract entered into in July 2001 for the State
Line Combined Cycle Unit as well as estimated monthly credits we have been accruing since July 2003. Monthly
payments on this contract had been based on an assumption of 250 equivalent starts per unit each <mm:. Actual
starts during the twelve month period ended June 30, 2003, however, were significantly less than originally
estimated resulting in the June 2003 true-up credit. We are now expensing maintenance costs and:accruing a
credit based on actual monthly usage hours for the contract year ending June 30, 2004. As of December 31,
2003, we have accrued $0.9 milfion in estimated credits. A $0.5 million payment during the third quarter of 2002,
per contract terms, to Westar Generating, Inc. (WGI) for maintenance expense related to our usage of the existing
Unit No. 2 turbine prior to WGI's 40% joint ownership of the State Line Combined Cycle Unit also contributed to
the decreased maintenance expense in 2003. Lower payments during the first half of 2003 on our long-term
operating plant maintenance contracts for outage services on Units No. 1and No. 2 at the Energy Center and
State Line Unit No.1as compared to the first half of 2002 when we were making additional payments of approxi-
mately $11 million also contributed to the decrease. Lastly, renegotiated terms for the Energy Center units and
State Line Unit No. 1 contract for outage services reduced maintenance costs during 2003 by $0.5 million.

Depreciation and amortization expense increased approximately $2.6 million (10.0%) during 2003 due to
increased plant in service. Total provision for income taxes increased approximately $2.4 million (17.6%) during
2003 due primarily to higher taxable income. Qur effective federal and state income tax rate for the twelve months
ended December 31, 2003 was 34.5% as compared to 34.3% for the twelve months ended December 31, 2002. See
Note 9 of “Notes to Consolidated Financial Statements"for additional information regarding income taxes.

During 2002, total operating expenses increased approximately $11.8 million (7.4%) compared to 2001, Total
purchased power costs increased by approximately $0.4 million (0.6%) during 2002 although the amount of
power purchased increased 20%, reflecting increased demand in the second and third quarters of 2002 and the
term purchases of firm energy previously discussed. Purchased power costs reflected lower purchased power
prices in 2002 than in 2001. Total fuel costs decreased approximately $5.5 million (9.8%) during 2002 as com-
pared to 2001, resulting in a net decrease in fue! and purchased power costs of $51 million. The §5.5 million
decrease in total fuel costs primarily reflected lower natural gas prices in 2002 as well as less generation by our
gas-fired units due in large part to the term purchases of firm energy. Natural gas costs (on a per MMBtu basis)
were lower by 30.5% during 2002 than in 2001. This was a result of a combination of lower commodity prices
during 2002 and our natural gas pracurement program.

Regulated - other operating expenses increased approximately $6.3 million (17.3%) during 2002 primarily
due to increases of $3.9 million in administrative and general expense resulting from increased expense for
employee health care and benefit plans and decreased pension income, $1.4 milfion in transmission expense for
the delivery of purchased energy to our system and $1.1 million in other power operation expenses related to a
full year of operation of the SLCC. Expenses relating to the terminated merger with Aquila, Inc., were $1.5 million
during 2002 as compared to $1.4 million in 2001. Expenses related to the terminated merger in both 2002 and
2001 were primarily the result of expenses related to severance benefits incurred under our Change in Control

Severance Pay Plan in the first quarters of those years. See Note 17 of “Notes to Consolidated Financial m

Statements” under {tem 8 for more information on the terminated merger. ”
Maintenance and repairs expense increased approximately $5.3 million (27.8%) during 2002. Expenditures

under long-term maintenance contracts that serve to levelize maintenance costs over time and are reflected in

our rates that became effective in October 2001, accounted for $4.5 million of this increase of which $2.9 million

was for the maintenance contracts that began in January 2002 for the Energy Center and State Line Unit No.1 ,

and $1.6 million was for the first full year of these contracts for the SLCC, which commenced operations in June

2001. Maintenance costs associated with a three-week outage to replace the main transformer at the Asbury

Plant during the second quarter of 2002 also contributed to this increase.
Depreciation and amortization expense decreased approximately $3.8 million (12.7%) during 2002 due to

lower depreciation rates put into effect during the fourth quarter of 2001 as a result of the October 2001

Missouri rate order. Total provision for income taxes increased approximately $11.4 million (732.9%) during 2002

due primarily to higher taxable income and the benefit created by the deductibility of approximately $6.1 million

in merger related expenses in the first quarter of 2001 as a result of the termination of the proposed merger

with Aquila, Inc. in January 2001. See Note 9 of “Notes to Consolidated Financial Statements” for additional

information regarding income taxes. Other taxes increased approximately $2.6 million (19.0%) during 2002 as

compared to 2001 primarily due to a reduction in capitalized property taxes related to the SLCC being placed in

service in June 2001.

Non-regulated ltems
We began investing in non-regulated businesses in 1996 and now lease capacity on our fiber optics network,
provide Internet access, offer utility industry technical training, perform close-tolerance custom manufacturing
(Mid-America Precision Products, LLC (MAPP)) and license customer information system software services
through our wholly owned subsidiary, EDE Holdings, Inc. In December 2002, we sold our monitored security
business, E-Watch, to Federal Protection, Inc. of Springfield, Missouri after it did not meet our earnings expecta-
tions. This sale did not have a material effect on our financial position, results of operations or cash flows, On
February 1, 2003 we purchased Joplin.com, a leading Internet service provider in the Joplin, Missouri area. The W
purchase was made through Transaeris, a non-regulated subsidiary of EDE Holdings, Inc. We merged Transaeris
and Joplin.com into one company named Fast Freedom, Inc. In September, 2003, EDE Holdings, Inc. purchased an
approximate 6% interest in ETG, a company that makes automated meter reading equipment. See ltem 1,
“Business — General” in our December 31, 2003 Annual Report on Form 10-K for further information about these
non-reguiated businesses.

During 2003, total non-requlated operating revenue increased approximately $10.6 million while total
non-requlated operating expense increased approximately $9.2 million as compared with 2002. The significant ,
increases during 2003 were primarily due to the inclusion of a full year of MAPP operating revenues and
expenses as compared to the prior year results which reflected the acquisition of MAPP in July 2002. The
increase in expenses was also due to the activities of Conversant, Inc., a software company which began busi-
ness in early 2002. Conversant markets Customer Watch, the Internet-based customer information system
software formerly named Centurion that was developed by our employees. In June 2003, Conversant, Inc. signed
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allocated back to the transmission owner serving the zone. To the extent that we are allocated revenues and
charges to serve our on-system wholesale and retail power customers, only the difference, if any, is recorded.
Revenues received from off-system transmission customers are reflected in electric operating revenues and the
related charges expensed.

Prior to the time we began taking Network Integration Transmission Service under the SPP's Open Access
Transmission Tariff, we had an agreement with Kansas City Power & Light (KCP&L) for transmission service from
the latan plant. We believed we had the right to terminate the service under the older latan transmission
agreement, whereas KCP&L contended that we did not. While we were working to resolve this dispute, we ceased
scheduling service from KCP&L but continued to accrue (but not pay) the monthly amount we had paid under the
original contract terms. We reached a settlement with KCP&L to pay approximately $0.8 million which was the
amount that had accrued since October 2002 and was paid in August 2003, and to continue the service
agreement with KCP&L through March 2004, at which time we wilf be released from the original agreement.

The additional cost for continuing the service agreement through March 2004 is approximately $0.7 million
payable in monthly installments.

In December 1999, the FERC issued Grder No. 2000 which encourages the development of regional trans-
mission organizations (RTOs). RTOs are designed to independently contro! the wholesale transmission services of
the utilities in their regions thereby facilitating open and more competitive bulk power markets. The SPP and
Midwest Independent Transmission System Operator, Inc. (MISO) agreed in October 2001 to consolidate and form
an RTO which was approved by the FERC in December 2001. However, on March 20, 2003, the SPP and MISO
announced they had mutually agreed to terminate the consolidation of the organizations. On October 15, 2003,
the SPP announced it had filed with the FERC seeking formal recognition as an RTO in accordance with FERC
Order 2000. On February 10, 2004 the FERC approved the SPP RTO with conditions that include implementing its
independent board and modifying its governance structure, expanding the coverage of SPP's tariff to assure that
it is the sole transmission provider, obtaining clear and sufficient autharity to exercise day-to-day operational
control over appropriate transmission facilities, having an independent market monitor in place, obtaining clear
and precise authority to independently and solely determine which project to include in the regional transmis-
sion plan and having a seams agreement with MISO on fite. Upon completion of the conditions, the SPP would
gain status and FERC acceptance as an RTO.

On October 27, 2003 we filed a notice of intent with the SPP for the right to withdraw from the SPP effec-
tive October 31, 2004 because of uncertainty surrounding the treatment from the states regarding RTO participa-
tion and cost recovery; increased risk of additional membership assessment cost allocation due to potential
member departures; and anticipated change in the terms and conditions of the SPP tariff and network services.
Such withdrawal requires approva! from the FERC. We retain the option, however, to rescind such notice on or
before October 31, 2004 and remain a member of the SPP. Kansas City Power and Light, Southwestern Power
Administration, Westar Energy, Inc., Southwestern Public Service, Grand River Dam Authority and American
Electric Power have also filed notices of intent to withdraw. We are unable to quantify the potential impact of
membership in an RTO on our future financial position, results of operation or cash flows at this time, but will
continue to evaluate the situation and make a decision whether or not to continue membership with the SPP
prior to the October 31, 2004 withdrawal notice deadline.

On November 25, 2003, FERC issued its Final Rule, Order 2004, regarding electric and natural gas industry
Code of Conduct requirements for transmission service providers. Order 2004 is closely related to Order 889
standards of conduct for electric transmission providers and management of Open Access Same Time
Information Systems (OASIS) for the power industry. On February 9, 2004, we made an Informational Fifing to
FERC in response to Order 2004 describing our existing waiver, issued in May 1997, of Order 889 requirements
and requesting the continuation of such waiver for Order 2004 requirements. If in the future, FERC determines
that a waiver of Orders 889 and 2004 is not appropriate for us, then we will be required to separate our butk
power retail sales and purchase functions from our transmission operations functions as well as implement
formal code of conduct training and OASIS practices. As a small utility that does not influence our regional
wholesale power market, the benefits of modifying our organization and implementing systems and processes
to promote a more efficient and competitive wholesale market do not, in our opinion, appear to exceed the
estimated start up costs of between $0.5 million and $1.0 milfion plus annual recurring costs. FERC's decision is
pending as to whether or not our and the other existing Order 889 waivers within the industry will be continued
and, if not, when moau_m%nm plans would need be implemented and associated costs incurred.

Approximately 4% of our electric operating revenues are derived from sales to on-system wholesale
customers, the type of customer for which the FERC is already requiring wheeling, or the use, for a fee, of trans-
mission facilities owned by one company or system to move electrical power for another company or system.
Our two largest on-system wholesale customers accounted for 90% of our wholesale business in 2003. We have
contracts with these customers that run through the first quarter of 2008.

LIQUIDITY AND CAPITAL RESOURCES

Cash Provided by Dperating Activities

Our net cash flows provided by operating activities decreased $8.9 million during 2003 as compared to 2002
primarily due to the refunding of $18.7 million to our Missouri electric customers, which was the amount of the
IEC (with interest) collected between October 2001 and December 2002. We had collected $159 million of the
IEC, subject to refund, during 2002. This outflow of cash in 2003 was partially offset by a $3.9 million increase
in net income, a $6.9 million increase due to changes in accounts receivable and accrued unbilled revenues and
a $3.3 million increase in depreciation and amortization due to increased plant in service during 2003, Also
positively impacting cash flows provided by operating activities were (1) a deferred income tax increase of

$3.2 million during 2003 as compared to 2002 primarily due to deferred taxes related to an additional first year
depreciation tax allowance recorded for financial statement purposes primarily for our FT8 peaking units and
the deduction for tax purposes of the loss on reacquired debt (unamortized issuance costs and discounts on
the redeemed first mortgage bonds) and (2) a change from pension income of $3.6 million in 2002 to pension
expense of $3.9 million in 2003 primarily due to a decline in the value of invested funds. Negatively impacting
cash provided by operating activities were decreases in accounts payable and accrued liabilities of 54.8 million
primarily due to the completion of payments on our FT8 peaking units.
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trust, and held by the trust as assets. Our interest payments on the debentures are tax deductible by us. We
have effectively guaranteed the payments due on the outstanding trust preferred securities. The net proceeds of
this offering were added to our general funds and were used to repay short-term indebtedness. See the discus-
sion of FIN No. 46-R under "- Recently Issued Accounting Standards” below for further information.

On December 10, 2001, we sold to the public in an underwritten offering 2,012,500 newly issued shares of
our common stock for $41.0 million. The net proceeds of approximately $39.0 million from the sale were added to
our general funds and used to repay short-term debt.

On May 22, 2002, we sold to the public in an underwritten offering 2,500,000 shares of newly issued
common stock for $51.9 million. The net proceeds of approximately $49.4 milfion were used to repay $37.5 million
of our First Mortgage Bonds, 7.50% Series due July 1, 2002 and to repay short-term debt.

On December 23, 2002, we sold to the public in an underwritten offering $50 miifion of our unsecured
705% Senior Notes which mature on December 15, 2022. The net proceeds of approximately $48.6 million were
added to our general funds and used to repay short-term debt.

On June 17, 2003 we sold to the public in an underwritten offering, $98 million of our unsecured 4.5%
Senior Notes that mature on June 15, 2013 for net proceeds of approximately $96.6 million. We used the proceeds
from this issuance, along with short-term debt, to redeem all $100 miltion aggregate principat amount of our
Senior Notes, 770% Series due 2004 for approximately $109.8 million, including interest. We had entered into an
interest rate derivative contract in May 2003 to hedge against the risk of a rise in interest rates impacting the
2013 Notes prior to their issuance. Costs associated with the interest rate derivative (primarily due to interest
rate fluctuations) amounted to approximately $2.7 million and were capitalized as a requlatory asset and are
being amortized over the life of the 2013 Notes, along with the $9.1 million redemption premium paid on the
Senior Notes, 7.70% Series due 2004,

On November 3, 2003, we issued $62.0 million aggregate principal amount of Senior Notes, 670% Series
due 2033 for net proceeds of approximately $61.0 million. We used the proceeds from this issuance, along with
short-term debt, to redeem three separate series of our outstanding first mortgage bonds: (1) all $2.25 mitfion
aggregate principal amount of our First Mortgage Bonds, 9-3/4% Series due 2020 for approximately $2.4 million,
including interest; (2) all $13.1 million aggregate principal amount of our First Mortgage Bonds, 7-1/4% Series due
2028 for approximately $137 million, including intefest; and (3) ail $45.0 million aggregate principal amount of
our First Mortgage Bonds, 7% Series due 2023 for approximately $46.8 million, including interest. The $1.7 million
aggregate redemption premiums paid in connection with the redemption of these first mortgage bonds,
together with $11 million of remaining unamortized issuance costs and discounts on the redeemed first
mortgage bonds, were recorded as a requlatory asset and are being amortized as interest expense over the
life of the 2033 Notes. On May 16, 2003, we entered into an interest rate derivative contract with an outside
counterparty to hedge against the risk of a rise in interest rates impacting the 2033 Notes prior to their issue.
Upon issuance of the 2033 Notes, the realized gain of $5.1 million from the derivative contract was recorded as a
requlatory liability and is being amortized over the life of the 2033 Notes as a reduction of interest expense.

On December 17, 2003, we sold to the public in an underwritten offering, 2,000,000 newly issued shares of
our common stock for $42.3 million. The net proceeds of approximately $40.3 million were used to repay

short-term debt and for other general corporate purposes. On January 8, 2004, the underwriters purchased an
additional 300,000 shares for approximately $6.1 million to cover over-allotments. The proceeds were added to
our general funds.

We have an effective shelf registration statement with the SEC under which approximately $89 million of
our common stock, unsecured debt securities, preference stock and, subject to the approval of the Missouri
Public Service Commission to mortgage property, first mortgage bonds remain available for issuance.

On April 17, 2003, we closed a two-year renewal of our $100 million unsecured revolving credit facility which
was to expire on May 12, 2003. Borrowings are at the bank's prime commercial rate or LIBOR pius 100 basis points
based on our current credit ratings and the pricing schedule in the line of credit facility. The credit facility is
used for working capital, general corporate purposes and to back-up our use of commercial paper. This facility
requires our total indebtedness (which does not include the Trust Preferred Securities) to be less than 62.5% of
our total capitalization at the end of each fiscal quarter and our EBITDA (defined as net income plus interest,
taxes, depreciation, amortization and certain other non-cash charges) to be at least two times our interest
charges (which includes distributions on the Trust Preferred Securities) for the trailing four fiscal quarters at the
end of each fiscal quarter. Failure to maintain these ratios would result in an event of default under the credit
facility and would prohibit us from borrowing funds thereunder. We are in compliance with these ratios as of
December 31, 2003. This credit facility is also subject to cross-defaul if we default in excess of 55,000,000 in the
aggregate on our other indebtedness. There were no borrowings outstanding under this revolver as of December
31, 2003. However, $13 million of the facility as of that date was used to back up our commercial paper and was
not available to be borrowed.

Restrictions in our mortgage bond indenture could affect our liquidity. The Mortgage contains a require-

ment that for new first mortgage bonds to be issued, our net earnings (as defined in the Mortgage) for any
twelve consecutive months within the fifteen months preceding issuance must be two times the annual interest
requirements (as defined in the Mortgage) on all first mortgage bonds then outstanding and on the prospective
issue of new first mortgage bonds. Our earnings for the twelve months ended December 31, 2003 would permit
us to issue approximately $279.8 million of new first mortgage bonds based on this test with an assumed
interest rate of 7.0%, subject to approval of the Missouri Public Service Commission to mortgage property.
The Mortgage provides an exception from this earnings requirement in certain instances, relating to the
issuance of new first mortgage bonds against first mortgage bonds which have been, or are to be, retired.
See Note 6 to “Notes to Financial Statements” for more information on the mortgage bond indenture.

As of December 31, 2003, the ratings for our securities were as follows:

Moody's Standard & Poor’s
First Mortgage Bonds Baal BBB
First Mortgage Bonds - Pollution Control Series Aaa AAA
Senior Notes Baa?2 BBB-
Commercial Paper P2 A2
Trust Preferred Securities Baa3 BB+
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differ materially from intended results. All derivative instruments are recognized on the balance sheet with gains
and losses from effective instruments deferred in other comprehensive income (in stockholders’ equity), while
gains and losses from ineffective (overhedged) instruments are recognized as the fair value of the derivative
instrument changes. Our poficy is consistent with the provisions of SFAS 149, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities, An Amendment of SFAS 133" as amended by SFAS 149, “Amendment
of Statement 133 on Derivative Instruments and Hedging Activities”.

As of February 6, 2004, 64% of our anticipated volume of natural gas usage for the remainder of year
2004 is hedged at an average price of $3.28 per Dekatherm (Dth). In addition, approximately 40% of our
anticipated volume of natural gas usage for the year 2005 is hedged at an average price of $4.154 per Dth,
approximately 20% of our anticipated volume of natural gas usage for the year 2006 is hedged at an average :
price of $4.271 per Dth, and approximately 10% of our anticipated volume of natural gas usage for the year 2007
is hedged at an average price of $4.289 per Dth.

Risks and uncertainties affecting the application of this accounting policy include: market conditions in the
energy industry, especially the effects of price volatility on contractual commodity commitments, requlatory and
political environments and requirements, fair value estimations on longer term contracts, estimating undertying
fuel demand and counterparty ability to perform.

Regulatory Assets and Liabilities. In accordance with SFAS No. 71, “Accounting for the Effects of
Certain Types of Requlation”, our financial statements reflect ratemaking policies prescribed by the regulatory
commissions having jurisdiction over us (FERC and four states).

Certain expenses and credits, normally recognized as incurred, are deferred as assets and liabilities on
the balance sheet until the time they are recovered from or refunded to customers. This is consistent with the
provisions of SFAS No. 71. We have recorded certain regulatory assets which are expected to result in future
revenues as these costs are recovered through the ratemaking process. Historically, all costs of this nature
which are determined by our regulators to have been prudently incurred have been recoverable through rates in
the course of normal ratemaking procedures, and we believe that the requlatory assets and liabilities we have
recorded will be afforded similar treatment.

As of December 31, 2003, we have recorded $55,977.495 in regulatory assets and $17,600,422 in income
taxes, gain on interest rate derivatives and costs of removal as regulatory liabilities. See Note 3 of “Notes to
Financial Statements” for detailed information regarding our regulatory assets and liabilities.

We continually assess the recoverability of our regulatory assets. Under current accounting standards,
regulatory assets and liabilities are eliminated through a charge or credit, respectively, to earnings if and
when it is no longer praobable that such amounts will be recovered through future revenues.

Risks and uncertainties affecting the application of this accounting policy include: regulatory environment,

external decisions and requirements, anticipated future requlatory decisions and their impact and the impact of
deregulation and competition on ratemaking process and the ability to recover costs.

Unbilled Revenue. At the end of each period we estimate, based on expected usage, the amount of
revenue to record for energy that has been provided to customers but not billed. Risks and uncertainties

affecting the application of this accounting policy include: projecting customer energy usage and estimating the
impact of weather and other factors that affect usage (such as fine losses) for the unbilled period.

RECENTLY ISSUED ACCOURNTING STANDARDS

in June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 143, “Accounting for Obligations
Associated with the Retirement of Long-Lived Assets” (FAS 143). This statement establishes standards for
accounting and reporting for legal obligations associated with the retirement, or anticipated retirement, of
tangible long-lived assets. It requires us to record the estimated fair value of legal obligations associated with
the retirement of tangible long-lived assets in the period in which the liabilities are incurred and to capitalize a
corresponding amount as part of the book value of the related long-lived asset. In subsequent periods, we are
required to adjust asset retirement obligations based on changes in estimated fair value, and the corresponding
increases in asset book values are depreciated over the useful life of the related asset. Uncertainties as to the
probability, timing or cash flows associated with an asset retirement obligation affect our estimate of fair value.

Upon adoption of this standard on January 1, 2003, we have identified future asset retirement obligations
associated with the removal of certain river water intake structures and equipment at the latan Power Plant in
which we have a 12% ownership. We also have a liability for future containment of an ash fandfill at the Riverton
Power Plant. The potential costs of these future fiabilities are based on engineering estimates of third party
costs to remove the assets in satisfaction of the associated obligations. These liabilities have been estimated as
‘of the expected retirement date, or settiement date, and have been discounted using a credit adjusted risk free
rate ranging from 5.0% to 5.52% depending on the settlement date. Revisions to these liabilities could occur due
WS changes in the cost estimates, anticipated timing of settlement or federal or state regulatory requirements.
Hcco: adoption of this statement in the first quarter of 2003, we recorded a non-recurring discounted liability
iand a requlatory asset of approximately $630,000 because we expect to recover these costs of removal in
letectric rates. This liability will be accreted over the period up to the estimated settiement date. The balance at
‘the end of 2003 was approximately $656,000. Also, we reclassified the accrued cost of dismantling and removing
_,u_ma from service upon retirement, which is not considered an asset retirement obligation under FAS 143, from
‘accumulated depreciation to a regulatory liability. This balance sheet reclassification had no impact on resutts of
Woumazo:m. As of December 31, 2003 and 2002, this reclassification was $3.8 million and $4.9 million, respectively.
This estimated liability may be subject to further refinement pending further analysis, including the resuits of
jour depreciation study expected to be completed in the first quarter of 2004.

In December 2002, the FASB issued SFAS No. 148 (FAS 148), "Accounting for Stock-Based Compensation-
Transition and Disclosure”. FAS 148 amends SFAS No. 123, "Accounting for Stock-Based Compensation” (FAS 123),
ito provide alternative methods of transition when an entity changes from the intrinsic value method to the
fair-value method of accounting for stock-based employee compensation. FAS 148 amends the disclosure
irequirements of FAS 123 to require more prominent and more frequent disclosure about the effects of stock-
Iased compensation by requiring pro forma data to be presented more prominently and in a more user-friendly
format in the footnotes to the financial statements. In addition, FAS 148 requires that the information be
ncluded in interim as well as annual financial statements. The transition guidance and annual disclosure
rovisions of FAS 148 are effective for fiscal years ending after December 15, 2002. We have adopted the
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impact of the hypothetical interest rates on our commercial paper balances as of December 31, 2003. These
analyses do not consider the effects of the reduced level of overall economic activity that could exist in such an
environment. In the event of a significant change in interest rates, management would likely take actions to
further mitigate its exposure to the change. However, due to the uncertainty of the specific actions that would
be taken and their possible effects, the sensitivity analysis assumes no changes in our financial structure.

COMMODITY PRICE RISK. We are exposed to the impact of market fluctuations in the price and transporta-
tion costs of coal, natural gas, and electricity and employ established policies and procedures to manage the
risks associated with these market fluctuations, including utilizing derivatives.

We have entered into long-term contracts for the purchase of coal in order to manage our exposure to
fuel prices. See Note 11 of our Financial Statements for further information. We satisfied 72.6% of our 2003 fuel
supply need through coal. All of our required 2004 supply of coal has been acquired at fixed prices (including
standard adjustments). Future coal supplies will be acquired using a combination of fixed pricing and price
hedging strateqgies. We are exposed to changes in market prices for natural gas we must purchase to run our
combustien turbine generators. Our natural gas procurement program is designed to minimize our risk from
volatile natural gas prices. We enter into contracts with counterparties relating to our future natural gas
requirements that lock in prices (with respect to predetermined percentages of our expected future natural
gas needs) in an attempt to lessen the volatility in our fuel expense and improve predictability. As of February 6,
2004, 64% of our anticipated volume of natural gas usage for the remainder of year 2004 is hedged. See
“Management's Discussion and Analysis of Financial Condition and Results of Operations - Critical Accounting
Policies — Hedging Activities” for further information,

if average natural gas prices should increase 10% more in 2004 than in 2003, our fuel expense would
increase, and income before taxes would decrease by approximately $2 million.
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FORWARD LOOKING STATEMENTS
T

Certain matters &mncwm& in this annual report are “forward-looking statements” intended to qualify for the safe
harbor from liability established by the Private Securities Litigation Reform Act of 1995. Such statements address
or may address future plans, objectives, expectations and events or conditions concerning various

matters such as capital expenditures, earnings, pension and other costs, competition, litigation, our construction
program, our m:msgso plans, rate and other regulatory matters, liquidity and capital resources, and accounting
matters. Forward-looking statements may contain words like “anticipate,” “believe,” “expect,” “project,”
“objective” or similar expressions to identify them as forward-looking statements. Factors that could cause
actual results to differ materially from those currently anticipated in such statements include: the amount,
terms and timing of rate relief we seek and related matters; the cost and availability of purchased power and
fuel, and the results of our activities (such as hedging) to reduce the volatility of such costs; electric utility
restructuring, including %ae:c state and federal activities; weather, business and economic conditions and
other factors which may impact customer growth; operation of our generation facilities; legislation; regulation,
including environmental regulation (such as NOx regulation); competition; the impact of deregulation on off-
system sales; changes in _mRo::::o requirements; other circumstances affecting anticipated rates, revenues
and costs, including pension and post-retirement costs, matters such as the effect of changes in credit ratings
on the availability and our cost of funds; the revision of our construction plans and cost estimates; the perform-
ance of our non-requlated businesses; the success of efforts to invest in and develop new opportunities; and
costs and effects of legal ﬁ.m:a administrative proceedings, settiements, investigations and claims.

o "o

All such factors are &38: to predict, contain uncertainties that may materially affect actual results, and may
be beyond our control. New factors emerge from time to time and it is not possible for management to predict
all such factors or to assess the impact of each such factor on us. Any forward-looking statement speaks only as
of the date on which such statement is made, and we do not undertake any obligation to update any forward-
looking statement to azﬁg events or circumstances after the date on which such statement is made.

We caution you that any forward-looking statements are not guarantees of future performance and involve
known and unknown risk, uncertainties and other factors which may cause our actual resuits, performance or
achievements to differ materially from the facts, results, perfarmance or achievements we have anticipated in
such forward-looking statements.
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CONSOLIDATED BALANCE SHEETS
THE EMPIRE DISTRICT ELECTRIC COMPANY

December 31, 2003 2002
Assets
Plant and property, at original cost: (Note 2) :
Electric § 1191,445,355 $ 1,099983796
Water 8,801,483 8.400,720
Non-regulated 21105515 17,075,955
Construction work in progress 5,840,870 41,504,451
’ 1227193223 1166,964922
Accumulated depreciation and amortization 393,321,174 368,016,348
833,872,049 798948,574
Current assets:
Cash and cash equivalents 13,108197 14,439,227
Accounts receivable - trade, net of allowance _
of $702,000 and $650,000, respectively 21946990 22,022,750
Accrued unbilled revenues ﬁmﬁ,_ow 9543729
Accounts receivable - other (Note 15) 1853,684 9950909
Fuel, materials and supplies 29179937 31227441
Unrealized gain in fair value of derivative contracts (Note 14) 1,631,350 14829718
Prepaid expenses 2,240,748 1640745
93,745,309 96,307,785
Noncurrent assets and deferred charges: |
Requlatory assets (Note 3) 55977495 36,169,683
Unamortized debt issuance costs 6,289,783 6,287,639
Unrealized gain in fair value of derivative contracts (Note 14) 567,000 4977500
Other (Notes 1and 8) 18991,507 21,866,142
81.825.185 69,300964
Total Assets $1009,443143 S 964551323
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CONSOLIBATED STYATEMENTS OF INCOME
THE EMPIRE DISTRICT ELECTRIC COMPANY A

i
'

2003

2002

2001

Year ended December 3,
Operating revenues:

Hlecttic $303,261146 S 294571794 $ 263,189,506
Water 1.388,832 1,075,671 1,065,348
Non-requlated (Note 12) 20,854,918 10,255,530 1.566,028
325,504,896 305902.995 265,820,882
Operating revenue deductions:
Operating expenses:
Fuel 52,337,362 49,755,465 56,523,370
Purchased power 60,208,746 62,765,107 62,383952
Regqulated - other (Note 16) 49752972 43,064,291 36,726,181
Non-regulated (Note 12) 21160154 191,021 1478978
Merger related expenses - 1524,355 1,391,673
Maintenance and repairs 19923,408 24395974 19,094,735
Depreciation and amortization 28,688,480 26,084430 29,868,851
Provision for income taxes 15,751,999 13,390,001 1551165
QOther taxes 16,247,256 16175446 13,590,023
) 264,070,377 249,066,090 222,608928
Operating income 61434519 56,836,905 43211954
Other income and {deductions):
Allowance for equity funds used during construction - - 569,961
Interest income 51,01 87336 199,447
Loss on plant disallowance - - {4,087,066)
Benefit for other income taxes 250,000 80,000 1,551,165
Minority interest (353,634) (142.463) -
Othet - non-operating income 52,857 115,955 205,549
Other - non-operating expense (Note 1) (860,398) (882,509) (1,237634)
. . (854,164) (741,681) (2,198,578)
Interest charges:
Trust preferred distributions by subsidiary holding solely parent debentures 4,250,000 4,250,000 3,541,667
Long-term debt - other 26,044,688 24957961 26,384,310
Alfowance for borrowed funds used during construction (282,268) (570,808) (3.041,298)
Other 117,628 1933953 3,125,783
‘ 31,130,048 30571106 30,010,462
Net income applicable to common stock $ 29,450,307 S 25524118 S 10402914
Weighted average number of common shares outstanding 22,845952 21,433,889 11777449
Basic and diluted earnings per weighted average share of common stock 3 1.29 $ 119 $ 0.59
Dividends per share of common stock S 128 § 128 § 1.28

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATENMENTS OF CASH FLOWS
THE EMPIRE DISTRICT ELECTRIC COMPANY

Year ended December 31, 2003 2002 2001
Operating activities
Net income $ 29,450,307 § 25524118 $ 10402914
Adjustments to reconcile net income to cash flows:
Depreciation and amortization 32,556,221 29,301,526 32,855,222
Pension expense / (income) 3858417 (3,581,781) (4,366,247 )
Deferred income taxes, net 15,392,000 12,180,000 810,000
Investment tax credit, net (550,000) (550,000} (550,000)
Aliowance for equity funds used during construction - - (569961)
Issuance of common stock and stock options for incentive plans 1,300,305 1195,752 941,823
Loss on plant disallowance - - 4,081,066
Unrealized (gain)/loss on derivatives 1157.850 (1,238,940) -
Cash flows impacted by changes in:
Accounts receivable and accrued unbilled revenues 4,208, (2,668,531) (2.423,368)
Fuel, materials and supplies 2,047510 (2,098946) (5,505,306)
Prepaid expenses and deferred charges (1,016,909) 559,689 (831109)
Accounts payable and accrued liabilities (3157,057) 1,686,387 (1,261594)
Customer deposits, interest and taxes accrued (546,689) (584,012} (1,796,926)
Other liabilities and deferred credits 1171,651 436,818 798,001
Accumulated provision - rate refunds (18,718,679) 15,875,234 2843445
Net cash provided by operating activities 61153,638 76,037,314 35433960
Investing activities
Capital expenditures - regulated S (6199731) $§(72,805,389) $(78,569.879)
Capital expenditures and other investments ~ non-requlated (3908,397) (4,071514) (792,394)
Allowance for equity funds used during construction - - 569,961
Net cash used in investing activities (65905,708) (76,876903) (78,792,312)
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NOTES TO CONSOLIBATED FINANCIAL STATEMENTS
THE EMPIRE DISTRICT ELECTRIC COMPANY

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General. The Empire District Electric Company, headquartered in Joplin, Missouri, is primarily a regulated
electric utility engaged in the generation, purchase, transmission, distribution and sale of electricity. Empire also
provides requlated water utitity service to three towns in Missouri. Currently, the regulated utility accounts for
about 98% of consolidated assets and 93% of consolidated revenues. The utility portions of the business are
subject to requlation by the Missouri Public Service Commission (MoPSC), the State Corporation Commission of
the State of Kansas (KCC), the Corporation Commission of Okiahoma (0CC), the Arkansas Public Service
Commission (APSC) and the Federal Energy Requlatory Commission (FERC). Empire also has a wholly-owned
non-regulated subsidiary, EDE Holdings, Inc. Through the non-requtated subsidiary, we lease capacity on our fiber
optics network, provide Internet access, offer utility industry technical training, perform close-tolerance custom
manufacturing (Mid American Precision Products, LLC (MAPP)) and license customer information system soft-
ware services. For discussion of the acquisition of certain non-requlated operations and non-requlated results of
operations, see Note 12. Our accounting policies are in accordance with the ratemaking practices of the requlato-
ry authorities and conform to generally accepted accounting principles as applied to requlated public utilities.
Our electric revenues in 2003 were derived as follows: residential 41%, commercial 30%, industrial 17%, whole-
sale on-system 4%, wholesale off-system 3.5% and other 4.5%. Our electric revenues for 2003 by jurisdiction
were as follows: Missouri 88.7%, Kansas 5.8%, Arkansas 2.8%, and Oklahoma 2.7%. These percentages have not
significantly changed from 2002 and 2001. Following is a description of the Company's significant accounting
policies:

Basis of Presentation, The consolidated financial statements include the accounts of The Empire
District Electric Company (EDEC), and the consolidated financial statements of our wholly-owned non-reguiated
subsidiary, EDE Holdings, Inc. (EDE Holdings). The consolidated entity is referred to throughout as “we” or the
“Company”. We have deconsolidated the Empire District Electric Trust | as required by Financial Accounting
Standards Board (FASB) Interpretation No. 46-R (FIN 46-R). See further discussion under “Recently lssued
Accounting Standards".

Restatements. We have restated our consolidated financial statements for the first three quarters of
2003 as a result of a determination we made in January 2004 that an adjustment was necessary to the estimat-
ed pension cost that had been recorded throughout 2003 related to the defined benefit pension plan covering
substantially all of our employees. This adjustment was based on corrected actuarial information received
relative to minimum actuarial loss amortization requirements under generally accepted accounting
principles. As a result of this adjustment, we recorded $2.2 million as additional pre-tax pension expense for
2003 (514 mitlion, net of tax, or $0.06 per share). We filed amended quarterly reports on Form 10-Q/A for each of
these quarters. The restatement reduced previously reported earnings by $0.02, $0.01 and $0.02 per share for
the quarters ended March 31, 2003, June 30, 2003 and September 30, 2003, respectively. Please reference
Footnote 13, which discusses our restated quarterly information.

Reclessifications, Certain prior year amounts have been reclassified to conform to the current year
presentation. These reclassifications had no impact on net income.

Effects of Rogulation, In accordance with Statement of Financial Accounting Standards SFAS
No. 71, “Accounting for the Effects of Certain Types of Requlation”(FAS 71), our financial statements reflect

ver our regulated generation

ratemaking policies Eomn:mma by the regulatory commissions having jurisdiction o\

and other utility operations (the MoPSC, the KCC, the OCC, the APSC and the FERC).
Certain expenses and credits, normally recognized as incurred, are deferred as assets and liabilities on the

V
balance sheet until the time they are recognized when recovered from or refunded to customers. As such, we

have recarded certain requlatory assets which are expected to result in future a,\m?_mm as these costs are
recovered through the ratemaking process. Historically, all costs of this nature, which are determined by our
regulators to have been prudently incurred, have been recoverable through rates i the course of normal
ratemaking procedures. All of our regulatory assets are earning a current return meSB for approximately $10.8
million related to premiums and related costs for debt reacquired and $3.3 million refated to postretirement
benefit cost. All of these costs have been incurred since our latest rate case in mm% jurisdiction. Cost recovery
of debt related costs has historically been allowed in our rate cases. voﬁazasm% benefit costs have also
been allowed in rates, pursuant to state statute. We believe it is probable these assets will be afforded simitar
treatment by our regulators. In addition, our $2.5 million loss and our $51 million gain on interest rate deriva-
tives have also been incurred since our latest rate case. Since these items increase and reduce, respectively,
our effective interest cost, we believe it is probable they will also be included in our rate base.

We continually assess the recoverability of our regulatory assets. Under E:m? accounting standards,
regulatory assets and liabilities are eliminated through a charge or credit, respectively, to earnings, if and when
it is no longer probable that such amounts will be recovered through future revenues.

Use of Estimates. The preparation of financial statements in conformity with generally accepted
accounting principles (GAAP) requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and liab ,

ies at the date of the financial
statements. Estimates also affect the reported amounts of revenues and expenses during the period. Areas in
the financial statements significantly affected by estimates and assumptions _sn_cn,.m unbitled utility revenues,
colfectibility of accounts receivable, depreciable lives, asset impairment evaluations, employee benefit obliga-
tions, contingent liabilities, asset retirement obligations and tax provisions. Actuat amounts could differ from
those estimates. ;

Revenue Recognition. For our utility operations, we use cycle billing and accrue estimated, but
unbilled, revenue and also a liability for the related taxes at the end of each period.

Customer information software service revenues from certain of our non-requlated operations are
recognized in accordance with Statement of Position (SOP) 97-2, Software Revenue Recognition as issued by the
Accounting Standards Executive Committee of the American Institute of Certified Public Accountants (ACSEC)
and related authoritative literature. Software revenue is recognized under SOP 97-2 based on the terms and con-
ditions of each contract. Other non-regulated revenues are recognized when the manufactured products ship to
the customer or when the internet or other service has been provided.

Property, Plant & Equipment. The costs of additions to utility property mw_a replacements for retired
property units are capitalized. Costs include labor, material and an allocation of general and administrative
costs, plus an allowance for funds used during construction (AFUDC). The originat &mﬁ of units retired or
disposed of is charged to mnwcsc_m;ma depreciation, which is credited with salvage and charged with removal

: |

|
j
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value of plan assets. This policy is consistent with the provisions of SFAS 106, “Employers' Accounting for
Postretirement Benefits Other Than Pensions”. {See Note 8.)

Unamortized Debt Discount, Premium and Expense. Discount, premium and expense associated
with long-term debt are amortized over the lives of the a_m&ﬁ_ issues. Costs, including gains and losses, related
to refunded long-term debt are amortized over the lives of the related new debt issues, in accordance with
reguiatory rate practices. w

Other = non-operating Expense. The components of ather non-operating expense primarily include
donations and other contributions for civic and community activities.

Liability Insurance. We carry excess liability _=m=a=_8 for workers' compensation and public liability
claims. In order to provide for the cost of losses not covered E insurance, an allowance for injuries and
damages is maintained based on our loss experience.

Franchise Taxes. Franchise taxes are collected for m_a remitted to their respective cities and are included
in other taxes in the Consolidated Statements of Income. oco.a::o revenues also include franchise taxes of
$5142,000, $5,464.000 and $4.850,000 for each of the years ended December 31, 2003, 2002 and 2001, respectively.

Cash & Cash Equivalents. Cash and cash equivalerts include cash on hand and temporary invest-
ments purchased with an initial maturity of three months or (ess. It does not include checks issued, but not
cleared, which are reflected in accounts payable. At December 31,2003 and 2002, these amounts were $9,261,768
and $11,689,521, respectively.

Income Taxes. Deferred tax assets and liabilities are recognized for the tax consequences of
transactions that have been treated differently for financial _.mconsa and tax return purposes, measured using
statutory tax rates. (See Note 9)

Investment tax credits utilized in prior years were deferred and are being amortized over the useful lives
of the properties to which they refate. Remaining unamortized investment tax credits are being amortized over
lives ranging from 26.5 to 50.0 years. ”

Computations of Earnings Per Share. Basic earnings per share are computed by dividing net
income by the weighted average number of common shares butstanding. Diluted earnings per share is computed
by dividing net income by the weighted average number of common shares outstanding plus the incremental
shares that would have been outstanding under the assumed exercise of dilutive restricted shares and options.
The weighted average number of common shares outstanding used to compute basic earnings per share for the
2003, 2002 and 2001 periods were 22,845,952, 21,433,889 and 17,777,449, respectively. Additional dilutive shares
for the 2003, 2002 and 2001 periods were 7153, 3,821 and m.__m“‘ respectively. Potentially dilutive shares are not
expected to have a material impact unless significant %Emnmm:o: of the Company's stock price occurs.

Stock-Based Compensation. At December 31, 2003, we had several stock-based compensation plans,
which are described in more detail in Note 4. We apply the 8._8@2:8 and fair-value measurement principles of
SFAS No. 123, “Accounting for Stock-Based Compensation” (FAS 123), for all stock option and equity instrument
issuances on or subsequent to January 1, 2002 and “Accounting for Stock Issued to Employees” (APB 25) and
related interpretations for issuances prior to that date. If H:m:m:.,a_:m based accounting method under FAS 123
had been used to account for stock-based compensation Sww the effects on 2001 net income and earnings per
share would have been immaterial.

Recently Issued Accounting Standards. In ,E_j 2001, the Financial Accounting Standards Board
issued SFAS No. 143, “Accounting for Obtigations Associated with the Retirement of Long-Lived Assets” (FAS 143).
This statement established standards for accounting and Buwc&:a for legal obligations associated with the
retirement or anticipated retirement of tangible long-lived &MmmF It requires us to record the estimated fair

value of legal obligations associated with the retirement of tangible long-lived assets in the period in which the
liabilities are incurred and to capitalize a corresponding amount as part of the book value of the refated ong-
lived asset. In subsequent periods, we are required to adjust asset retirement obligations based on changes in
estimated fair value, and the corresponding increases in asset book values are depreciated over the useful life
of the related asset. Uncertainties as to the probability, timing or cash flows assaciated with an asset retirement
obligation affect our estimate of fair value,

Upon adoption of this standard on January 1, 2003, we identified future asset retirement obligations
associated with the removal of certain river water intake structures and equipment at the latan Power Plant, in
which we have a 12% ownership. We also have a liability for future containment of an ash landfill at the Riverton
Power Plant. The potential costs of these future liabilities are based on engineering estimates of third party
costs to remove the assets in satisfaction of the associated obligations. These liabilities have been estimated as
of the expected retirement date, or settlement date, and have been discounted using a credit adjusted risk-free
rate ranging from 5.0% to 5.52% depending on the settlement date. Revisions to these liabilities could occur due
to changes in the cost estimates, anticipated timing of settlement or federat or state regulatory requirements.
Upon adoption of this statement in the first quarter of 2003, we recorded a non-recurring discounted liability
and a regulatory asset of approximately $630,000 because we expect to recover these costs of removal in efec-
tric rates. This liability will be accreted over the period up to the estimated settlement date. The balance at the
end of 2003 was approximately $656,000. Also we reclassified the accured cost of dismantling and removing
plant from service upon retirement, which is not considered an asset retirement obligation under FAS 143, from
accumulated depreciation fo a requlatory fiabifity. This balance sheet reclassification had no impact on results of
operations. As of December 31, 2003 and 2002, this reclassification was $3.8 million and $4.9 million, respectively.
This estimated liability may be subject to further refinement pending further analysis, including the results of
our depreciation study expected to be completed in the first quarter of 2004.

In December 2002, the Financial Accounting Standards Board issued SFAS No. 148 (FAS 148), "Accounting for
Stock-Based Compensation-Transition and Disclosure”. FAS 148 amends SFAS No. 123, “Accounting for Stock-Based
Compensation” (FAS 123), to provide alternative methods of transition when an entity changes from the intrinsic
value method to the fair-value method of accounting for stock-based employee compensation. FAS 148 amends
the disclosure requirements of FAS 123 to require more prominent and more frequent disclosure about the
effects of stock-based compensation by requiring pro forma data to be presented more prominently and in a
more user-friendly format in the footnotes to the financial statements. In addition, FAS 148 requires that the
information be included in interim as well as annual financial statements. The transition guidance and annual
disclosure provisions of FAS 148 are effective for fiscal years ending after December 15, 2002. We have adopted
the transition and disclosure provisions of FAS 148 and now recognize compensation expense related fo stock
option issuances on or subsequent to January 1, 2002 under the fair-value provisions of FAS 123. Any stock
compensation expense in prior periods has not been material. We do not have any transition issues and, accord-
ingly, FAS 148 did not have a material impact on our financial condition and results of operations upon adoption.

In April 2003, the Financial Accounting Standard Board (FASB) issued SFAS No. 149 “"Amendment of
Statement 133 on Derivative Instruments and Hedging Activities” (FAS149). FAS 149 amends and clarifies the
accounting guidance on (1) derivative instruments (including certain derivative instruments embedded in other
contracts) and (2) hedging activities that fall within the scope of FASB Statement No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (FASI33). FAS 149 is effective (1) for contracts entered into or
modified after June 30, 2003, with certain exceptions, and (2) for hedging relationships designated after June 30,
2003. The adoption of FAS 149 did not have a material impact on our financial condition and results of operations.
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by March 15, 2003, The refunds were made in the first quarter of 2003 and did not have a materiat impact on
our earnings.

On March 4, 2003, we filed a request with the Oklahoma Corporation Commission (0CC) for an annual
increase in base rates for our Oklahoma electric customers in the amount of $954,540, or 12.97%. On August 1,
2003, a Unanimous Stipulation and Agreement was approved by the OCC providing an annual increase in rates
for our Oklahoma customers of approximately $766,500 or 10.99%, effective for bills rendered on or after
August 1, 2003. This reflects a rate of return on equity of 11.27%. ,

On March 17, 2003, we filed a request with the FERC for an annual iricrease in base rates for our on-system
wholesale electric customers in the amount of $1,672,000, or 14%. This increase was approved by the FERC on
April 25, 2003, with the new rates becoming effective May 1, 2003. ,,

We will continue to assess the need for rate relief in all of the jurisdictions we serve and file for such relief
when necessary.

Other Rate Matters. A one-time write-down of $4100,000 was taken in the third quarter of 2001 for
disallowed capital costs related to the construction of the State Line Combined Cycle Unit. These costs were
disallowed as part of a stipulated agreement approved by the MoPSC in connection with our 2001 rate case and
are not recoverable in rates. The net effect on 2001 earnings after considering the tax effect on this write-down
was $2,500,000.

In accordance with FAS No. 71, we have deferred approximately $660,000 of expense directly related to
Missouri rate cases. We amortize this amount over varying periods. As of December 31, 2003, approximately
$373,000 remains unamortized.

Regulatory Assets and Liabilities. We have recorded the following regulatory assets and reguiatory
liabilities. The requlatory income tax assets and liabilities are generally amortized over the average depreciable
life of the related assets. The loss and gain on reacquired debt and the interest rate derivatives are amortized
over the life of the new debt issue, which currently ranges from 2 to 30 years.

December 31, . 2003 2002
Regulatory assets
Income taxes $ 29,001,556 § 25915508
Unamortized loss on reacquired debt 18,635,756 7293862
Unamortized loss on interest rate derivative 252649 -
Coal contract restructuring costs - 249,546
Gas supply realignment costs - 18,563
Asbury five-year maintenance 17147061 2,368,284
Other postretirement benefits" 3,583,860 323920
Asset retirement obligation 482,765 -
Total requlatory assets . $ 55971495 $ 36169683
Regulatory liabilities
Income taxes $ 8723449 S 11,840,810
Unamortized gain on interest rate derivative 5,070,995 -
Costs of removal 3,805978 4,876,300
Total regulatory liab $ 17.600422 $ 16,717,110

(1) Please reference Note 8 for discussion regarding other postretirement benefits,

Deregulation. Should retail electric competition legislation be passed in the states we serve, we may
determine that we no longer meet the criteria set forth in FAS 71 with respect to continued recognition of some

or all of the requlatery assets and liabilities. Any requlatory changes that would require us to discontinue
application of FAS 71 based upon competitive or other events may also impact the valuation of certain utility

plant investments. Impairment of regulatory assets or utility plant investments could have a material adverse
effect on our financial condition and results of operations.

Federal requlation has promoted and is expected to continue to promote competition in the wholesale
electric utility industry. However, none of the states in our service territory have passed legislation that could
require competitive retail pricing to be put into effect. The Arkansas Legislature passed a bill in April 1999 that
called for deregulation of the state's electricity industry as early as January 2002. However, a law was passed in
February 2003 repealing deregulation in the state of Arkansas.

In December 1999, the FERC issued Order No. 2000 which encourages the development of regional trans-
mission organizations (RTOs). RTOs are designed to independently control the wholesale transmission services of
the utilities in their regions thereby facilitating open and more competitive bulk power markets. On October 15,
2003, the Southwest Power Pool (SPP) announced it had filed with the FERC seeking formal recognition as an RTO
in accordance with FERC Order 2000. On February 10, 2004, the FERC approved the SPP RTO with conditions that ,
include implementing its independent board and modifying its governance structure, expanding the coverage of
SPP's tariff to assure that it is the sole transmission provider, obtaining clear and sufficient authority to exercise
day-to-day operational control over appropriate transmission facilities, having an independent market monitor
in place, obtaining clear and precise authority to independently and solely determine which project to include in
the regional transmission plan and having a seams agreement with Midwest Independent Transmission System
Operator (MISO) on file. Upon completion of the conditions, the SPP would gain status and FERC acceptance as
an RT0.

We are a member of the SPP. However, on October 27, 2003 we filed a notice of intent with the SPP for the
right to withdraw from the SPP effective October 31, 2004 because of uncertainty surrounding the treatment
from the states regarding RTO participation and cost recovery; increased risk of additional membership assess-
ment cost allocation due to potential member departures; and anticipated change in the terms and conditions of
the SPP tariff and network services. Such withdrawal would require approval from the FERC, We retain the option,
however, to rescind such notice on or before October 31, 2004 and remain a member of the SPP. Kansas City
Power and Light, Southwestern Power Administration, Westar Energy, Inc., Southwestern Public Service, Grand
River Dam Authority and American Electric Power have also filed notices of intent to withdraw. We are unable to
quantify the potential impact of membership in an RTO on our future financiat position, results of operation or
cash flows at this time, but will continue to evaluate the situation and make a decision whether or not to continue
membership with the SPP prior to the Octaber 31, 2004 withdrawal notice deadline.

4, COMMON STOCK

New Issuances, On December 17, 2003, we sold 2,000,000 shares of our common stock in an
underwritten public offering for $2115 per share. On January 8, 2004, we sold an additional 300,000 shares to
cover the underwriters’ over-allotments. The December sale resulted in proceeds of approximately $40,275,000,
net of issuance costs of $2,025,000. The January sales resuited in proceeds of approximately $6,075,000 net of
issuance costs.

On May 22, 2002, we sold 2,500,000 shares of our common stock in an underwritten public offering for
$20.75 per share. This sale resulted in proceeds of approximately $49.433,000, net of issuance costs of $2,442,000.

On December 10, 2001, we sold 2,012,500 shares of our common stock in an underwritten public
offering for $20.37 per share. This sale resulted in proceeds of approximately $38,961,000, net of issuance costs ,
of $2,034,000.
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The range of exercise prices for the options outstanding at December 31, 2003 was $18.25 to $20.95. The
weighted-average remaining contractual life of outstanding options at December 31, 2003 and 2002 was 8.5
years and 91 years, respectively. The fair value of the options granted, which is hypothetically amortized to
expense over the option vesting period in determining the pro forma impact, has been estimated on the date of
grant using the Expanded Black-Scholes option-pricing modef with the following assumptions:

2003 2002
Expected life of option 10 years 10 years
Risk-free interest rate 407% 4.85%
Expected volatility of Empire stock 264% 21.6%
Expected dividend yield on Empire stock ® 0.0% 0.0%
Fair value of options granted during year $499 $5.05

(1) Reflects the existence of dividend equivalents.
At December 31, 2003, 2,118,076 shares remain available for issuance under all of the foregoing plans.

Dividends. Holders of our common stock are entitled to dividends, if, as and when declared by our Board
of Directors out of funds legally available therefore subject to the prior rights of holders of our outstanding
cumulative preferred and preference stock. Our indenture of mortgage and deed of trust governing our first
mortgage bonds restricts our ability to pay dividends on our commen stock. In addition, under certain circum-
stances (including defaults thereunder), our Junior Subordinated Debentures, 8-1/2% Series due 2031, reflected
as a note payable to securitization trust on our balance sheet, held by Empire District Electric Trust I, an uncon-
solidated securitization trust subsidiary, may also restrict our ability to pay dividends on our common stock.

5. PREFERRED AND PREFERENCE STOCK
We have 2,500,000 shares of preference stock authorized, including 500,000 shares of Series A Participating
Preference Stock, none of which have been issued. We have 5,000,000 shares of $10.00 par value cumulative
preferred stock authorized. There was no preferred stock issued and outstanding at December 31, 2003 or 2002.

Preference Stock Purchase Rights. Our shareholder rights plan provides each of the common
stockholders one Preference Stock Purchase Right (“Right”) for each share of common stock owned. Each Right
enables the holder to acquire one one-hundredth of a share of Series A Participating Preference Stock (or, under
certain circumstances, other securities) at a price of $75 per one one-hundredth share, subject to adjustment.
The Rights (other than those held by an acquiring person or group (Acquiring Person)), which expire July 25,
2010, will be exercisable only if an Acquiring Person acquires 10% or more of our common stock or if certain
other events occur. The Rights may be redeemed by us in whole, but not in part, for $0.01 per Right, prior to 10
days after the first public announcement of the acquisition of 10% or more of our common stock by an Acquiring
Person. We had 24915722 and 22,509,230 Rights outstanding at December 31, 2003 and 2002, respectively.

in addition, upon the occurrence of a merger or other business combination, or an event of the type
referred to in the preceding paragraph, holders of the Rights, other than an Acquiring Person, will be entitled,
upon exercise of a Right, to receive either our common stock or common stock of the Acquiring Person having a
value equal to two times the exercise price of the Right. Any time after an Acquiring Person acquires 10% or
more (but less than 50%) of our outstanding common stock, our Board of Directors may, at their option,
exchange part or all of the Rights (other than Rights held by the Acquiring Person) for our common stock on a
one-for-one basis.

LONG-TERM DEBT
, At December 31, 2003 and 2002 the balance of long-term debt outstanding was as follows:
' 2003 2002
Note payable to securitization trust $ 50,000,000 $ -
Company abligated mandatorily redeemable securities of subsidiary
* holding solely parent debentures - 50,000,000
Other::
: First mortgage bands:
7.60% Series due 2005 10,000,000 10,000,000
m ' 8-1/8% Series due 2009 20,000,000 20,000,000
i 6-1/2% Series due 2010 50,000,000 50,000,000
7.20% Series due 2016 25,000,000 25,000,000
9-3/4% Series due 2020 - 2,250,000
7% Series due 2023 - 45,000,000
7-3/4% Series due 20259 30,000,000 30,000,000
. T1/4% Series due 2028 - 13,076,000
5.3% Pollution Controf Series due 2013 8,000,000 8,000,000
5.2% Pollution Controf Series due 2013 ? 5,200,000 5,200,000
$ 148,200,000 § 208,526,000
Senior Notes, 7.70% Series due 2004 - 100,000,000
Senior Notes, 7.05% Series due 2022 @ 49942000 50,000,000
Sénior Notes, 4-1/2% Series due 2013 @ 98,000,000 -
Seriiar Notes, 670% Series due 2033 © 62,000,000 -
Long-term debt - Mid-America Precision Products® 3,076,824 27123389
Long-term debt - Fast Freedom®™ 299,809 -
Obligations under capital lease 503,211 656,761
. Less unamortized net discount (994,528) (477,040)
411,027,316 411,429,110
Less current obligations of long-term debt (429,40) (236,872}
Less current obligations under capital lease (205,556 ) (19443)

Total long-term debt $ 410392620 $ 410,998,095

()  During each twelve-month period ending December 15, we are required to repurchase up to $25,000 in
principat amount of the notes of this series per holder per year, upon the death of the holder. We are not
required to repurchase more than $1,000,000 in the aggregate in any twelve-month period. At December
31, 2003, we had repurchased $58,000 of the notes related to this requirement.

We may redeem some or all of the notes at any time and from time to time at 100% of their principal
amount, plus accrued and unpaid interest o the redemption date.

EDE Holdings is the guarantor of 50.01% (reduced to 25% on January 1, 2004) of a $2.4 million secured
long-term note payable of Mid-America Precision Products (MAPP). Additional long-term debt includes
seller financed notes for equipment purchases. Fast Freedom is a wholly-owned subsidiary of EDE Holdings
and is the resulting company of the merger of Transaeris and Joplin.com. The February 2003 purchase of
Joplincom was partially financed through long-term notes payable to the previous owners. The 2003
current obligations of these notes are included in the current obligations of long-term debt.

Represented by our Junior Subordinated Debentures, 8-1/2% Series due 2031,

@
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end of each fiscal quarter. Failure to maintain these ratios will result in an event of default under the credit
facility and will prohibit us from borrowing funds there under. As of December 31, 2003, we are in compliance
with these ratios. This credit facility is also subject to cross-default if we default in excess of $5,000,000 in the
aggregate on our other indebtedness. This arrangement does not serve to legally restrict the use of our cash in
the normal course of operations. There were no outstanding borrowings under this agreement at December 31,
2003. However, $13,000,000 of the facility as of that date was used to back up our commercial paper and was not
available to be borrowed.

RETIREMENT BENEFITS

Pensions. Our noncontributory defined benefit pension plan includes all employees meeting minimum
age and service requirements. The benefits are based on years of service and the employee's average annual
basic earnings. Annual contributions to the plan are at least equal to the minimum funding requirements of
ERISA. Plan assets consist of common stocks, United States government obligations, federal agency bonds,
corporate bonds and commingled trust funds.

Based on the performance of our pension plan assets through December 31, 2003, we expect to be
required under ERISA to fund approximately $0.3 million in 2004 and $0.2 million in 2005 in order to maintain
minimum funding levels. These amounts are estimates and will likely change based on actual investment
performance, any future pension plan funding and finalization of actuarial assumptions. At December 31, 2003,
there was no minimum pension liability required to be recorded.

Our pension expense or benefit includes amortization of previously unrecognized net gains or losses as
a result of requirements of the September 20, 2001 MoPSC rate case. The amortized amount represents the
average of gains and losses over the prior five years, with this amount being amortized over five years subject
to minimum amortization requirements in accordance with the provisions of SFAS 87, “Employers’ Accounting
for Pensions” (FAS 87).

Risks and uncertainties affecting the application of this accounting policy include: future rate of return on
plan assets, interest rates used in valuing benefit obligations, healthcare cost trend rates and discount rates, as
well as Medicare prescription drug costs.

The following table sets forth the plan's projected benefit obligation, the fair value of the plan's assets and
its funded status:

) 2003 2002 2001
Reconciliation of Projected Benefit Obligations:
Benefit obligation at beginning of year $ 87474547 $ 78,291,337 S 75211964
Service cost 2518954 2190415 2172319
Interest cost 5821520 5601019 5604,231
Plan amendments 503,251 - -
Net actuaria! loss/(gain) 6,150,127 6,401,833 99,017
Benefits and expenses paid (5,115,584) (5,010,057) (4,802,254)
Benefit obligation at end of year $ 97.958,815 $ 87474 547 $ 18291337

2003 2002 2001

Reconciliation of Fair Value of Pfan Assets:
Fair value of plan assets at beginning of year $ 78217601 $92138,446 $ 98,898,066
Actual return on plan assets gain/(loss) 17.209,644 (8910,788) (1957.366)
Benefits paid ) (5115584) (5,010,057 ) (4,802,254)
Fair value of plan assets at end of year S 90,311,661 $ 78,217,601 § 92138446

2003 2002 2001
Reconciliation of Funded Status: ,
Funded status $ (1.647154) $(9,256.946) §13,847109
Unrecognized net assets at January 1, 1986 '
being amortized over 17 years - - (491158) :
Unrecognized prior service cost 3175,355 3221779 3747210
Unrecognized net loss/(gain) 20,273,133 25,584,623 {129,486 ) ,

$ 15,801,934 $19,555456 § 15973675

At December 31, 2003, our accumulated benefit obligation was $82,229,530 and our plan asset value was
$90,31,66.

Prepaid pension cost

Net Periodic Pension Cost/(Income)
Our net periodic benefit cost or (income), (related to the application of FAS 87), net of tax, as a percentage of net ,
income for 2002 and 2003 was (6.49)% and 6.75%, respectively.

Net periodic pension cost/(income) for 2003, 2002 and 2001 is comprised of the following components:

2003 2002 2001
Service cost - benefits earned during the period S 2518954 $ 2190415 § 212319
Interest cost on projected benefit obligation 5,821520 5,601,019 5,604,231 !
Expected return on plan assets (6,422995) (8,048,645) (8,6712,012)
Net amortization 1,830,043 (3,324510) (3470,845)
Net periodic pension cost/(income) $ 3753522 S (3581781) $ (4366,247)

Assumptions used to determine Year End Benefit Obligation

Measurement date 12/31/2003 12/31/2002
Weighted average discount rate 6.25% 6.75%
Rate of increase in compensation levels 4.25% 425%
Assumptions used to determine Net Periodic Pension Benefit Cost / (Income)

Measurement date 01/01/2003 01/01/2002
Discount rate 6.15% 1.25%
Expected return on plan assets 850% 9.00%
Rate of compensation increase 4.25% 4.00%

The expected long-term rate of return assumption was based on historical returns and adjusted to estimate the
potential range of returns for the current asset aflocation.

Allocation of Plan Assets % OF FAIR VALUE AS OF DECEMBER 31,

Actual: 2003 2002 ,
Equity securities 69.86% 63.64%

Debt securities 30.07% 36.15%

Real estate 0% 0%

Other 07% 21%

Total 100.00% 100.00%

Target:

Equity securities 60% - 70% 60% - 70% '
Debt securities 30% - 40% 30% - 40% ,
Real estate -0%- -0%-

Other -0%- -0%- |
Total 100.00% 100.00%
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Assumptions used to determine Net Periodic Benefit Cost

Measurement date 01/01/2003 01/01/2002
Discount rate 615% 125%
Expected return on plan assets 850% 9.00%

The expected long-term rate of return assumption was based on historical returns and adjusted to esti-
mate the potential range of returns for the current asset allocatiion.

Allocation of Plan Assets % OF FAIR VALUE AS OF DECEMBER 31,

Actual: 2003 2002
Cash equivalent 10.74% 12.36%
Fixed income 40.18% 4818%
Equities 46.80% 34.60%
Other 2.28% 4.86%
Total 100.00% 100.00%
Target:
Cash eguivalent 0% - 10% 0% - 10%
Fixed income 40% - 60% 40% - 60%
Equities 40% - 60% 40% - 60%
Other -0%- -0%-
Total 100.00% 100.00%

We utilize fair value in determining the market-related values for the different classes of our
postretirement plan assets.

The Company's primary investment goals for the component of the fund used to pay current benefits are
liquidity and safety. The primary investment goals for the component of the fund used to accumulate funds to
provide for payment of benefits after the retirement of plan participants are preservation of the fund with a
reasonable rate of return.

The Company’s guideline in the management of this fund is to endorse a long-term approach, but not
expose the fund to levels of volatility that might adversely affect the value of the assets. Full discretien is
defegated to the investment managers to carry out investment policy within stated guidelines. The guidelines
and performance of the managers are monitored on a quarterly basis by the Company’s Investment Committee.

Permissible Investments. Listed below are the investment vehicles specifically permitted:

Equity Fixed Income
- Common Stocks + Cash-Equivalent Securities with a maturity of one year or less
« Preferred Stocks - Bonds

* Money Market Funds

The above assets can be held in commingled (mutual) funds as well as privately managed separate accounts.

Those investments prohibited by the Investment Committee are:
- Privately Placed Securities - Margin Transactions

- Commodities Futures « Short Sales
- Securities of Empire District = Index Options
+ Derivatives - Real Estate and Real Property
« Instrumentalities in violation - Restricted Stock
of the Prohibited Transactions
Standards of ERISA

The assumed 2003 cost trend rate used to measure the expected cost of healthcare benefits is 10%. The
trend rate decreases through 2013 to an ultimate rate of 5% for 2014 and subsequent years. The effect of a 1%
increase in each future year's assumed healthcare cost trend rate would increase the current service and
interest cost from 55,300,000 to $6,700,000 and the accumulated postretirement benefit obligation from
$58,300,000 to $70,900,000. The effect of a 1% decrease in each future year's assumed healthcare cost trend
rate would decrease the current service and interest cost from $5,300,000 to $4,300,000 and the accumulated
benefit obligation from $58,300,000 to $47,900,000.

9. INCOME TAXES
The provision for income taxes is different from the amount of income tax determined by applying the statutory
income tax rate to income before income taxes as a result of the following differences:

2003 2002 2001
Computed “expected” federal provision $§ 15,730,000 $ 13,590,000 $ 3,640,000
State taxes, net of federal effect 1,380,000 1190,000 125,000
Adjustment to taxes resulting from:
Merger costs - - (2,320,000)
Investment tax credit amortization (550,000) (550,000) (550,000)
Other (1.058,001) (920,000) (895,000)
Actual provision for income taxes $ 15501999 $ 13,310,000 S -

Income tax expense components for the years shown are as follows:

2003 2002 2001
Taxes currently {receivable)/payable
Included in operating revenue deductions:
Federal $ 120000 $ 1,590,000 §  (50000)
State 790,000 170,000 30,000
Included in “other - net” (250,000) (80,000) (240,000)
660,000 1,680,000 {260,000)
Deferred taxes:
Depreciation and amortization differences 17106,000 11,479,000 2986,000
Loss on reacquired debt 4,318,000 (169,000) (203,000)
Pension & postretirement benefits (1493,000) 559,000 844,000
Other (1,140,001} (964,000) (1,028,000)
Asbury five-year maintenance (259,000} 902,000 (100,000)
Software development costs (70,000) (190,000) (252,000)
Alternative minimum tax credit (1,600,000) - -
Hedging transactions (1,470,000) - -
Included in “other ~ net” - 563,000 120,000
Disallowed plant addition - - (1557,000)
15,391.999 12,180,000 810,000
Deferred investment tax credits, net (550,000) (550,000) (550,000)
Total income tax expense § 15501999 $ 13,310,000 S -
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Our Asbury, Riverton and latan pfants currently burn a blend of low sulfur Western coal (Powder River
Basin) and higher sulfur local coal or burn 100% low sulfur Western coal. The State Line Plant and the Energy
Center's new FT8 peaking units are gas-fired facilities and do not receive S02 allowances. However, annual
allowance requirements for the State Line Plant and the new FT8 peaking units, which are not expected to
exceed 20 allowances per year, will be transferred from our inventoried bank of allowances. We anticipate, based
on current operations, that the combined actual S02 atlowance need for al! affected plant facilities will not
exceed the number of allowances awarded to us annually by the EPA. The excess annual SO2 allowances will be
transferred to our inventoried bank of allowances. We currently have 49,000 banked allowances.

NOXx EMISSIONS. The Asbury, latan, State Line, Energy Center and Riverton Plants are each in compli-
ance with the NOx limits applicable to them under the 1990 Amendments as currently operated.

The Asbury Plant received permission from the Missouri Department of Natural Resources (MDNR) to burn
tire derived fuel (TDF) at a maximum rate of 2% of total fuel input. During 2003, approximatety 11,000 tons of TDF
were burned. This is equivalent to 1,100,000 discarded passenger car tires.

In April 2000 the MDNR promulgated a final rule addressing the ozone moderate non-attainment
classification of the St. Louis area. The final regulation, known as the Missouri NOx Rule, set a maximum NOx
emission rate of 0.25 Ibs/mmBtu for Eastern Missouri and a maximum NOx emission rate of 0.35 ibs/mmBtu for
Western Missouri. The latan, Asbury, State Line and Energy Center facilities are affected by the Western Missouri
requlation. In April 2003 the MDNR approved amendments to the Missouri NOx Rule. Included were amendments
to delay the effective date of the rule until May 1, 2004 and to establish a NOx emission fimit of 0.68 Ibs/mmBtu
for plants burning tire derived fuel with a minimum annual burn of 100,000 passenger tire equivalents. The
Asbury Plant qualified for the 0.68 Ibs/mmBtu emission rate. All of our plants currently meet the required
emission limits and additional NOx controls are not required.

WATER. We operate under the Kansas and Missouri Water Pollution Plans that were implemented in
response to the Federal Water Pollution Control Act Amendments of 1972. The Asbury, latan, Riverton, Energy
Center and State Line facilities are in compliance with applicable regulations and have received discharge
permits and subsequent renewals as required. The Riverton and State Line Power Plants' National Pollution
Discharge Elimination System Permits were issued in 2003.

OTHER. Under Title V of the 1990 Amendments, we must obtain site operating permits for each of our
plants from the authorities in the state in which the plant is located. These permits, which are valid for five
years, regulate the plant site's total emissions; including emissions from stacks, individual pieces of equipment,
road dust, coal dust and other emissions. We have been issued permits for Asbury, latan, Riverton, State Line and
the Energy Center Power Plants.

In mid-December 2003, the EPA issued proposed regulations with respect to S02, NOx and mercury emis-
sions from coal-fired power plants in a proposed rulemaking known as the Interstate Air Quality Rule. Also in
mid-December 2003, the EPA issued proposed regulations for mercury under the requirements of the 1990
Amendments. Both sets of proposed rules are currently under a public review and comment period and may
change before being issued as final regulations in 2004 or early 2005, It is possible that some expenditures may
need to begin as early as 2005 in order to meet a proposed December 15, 2007 requirement for mercury reduc-
tion in the 1990 Amendments version of the proposed mercury requlations. The proposed Interstate Air Quality
Rule would require significant additional reductions in emissions from our power plants, in phases, beginning in
2010. Preliminary estimates of capital costs to meet these requirements cannot be made at this time due to the
uncertainty surrounding the final regulations, but could possibly be significant.
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12.  NON-REGULATED BUSINESSES
On July 17, 2002, EDE Holdings, Inc., together with other investors, acquired the assets of the Precision Janczm
Department of Eagle Picher Technologies, LLC, a manufacturer of close-tolerance metal products szo% cus-
tomers are in the aerospace, electronics, telecommunications, and machinery industries. The acquis on was
accomplished through the creation of a newly formed, non-requlated fimited fiability company, Mid- >=j:8
Precision Products (MAPP). EDE Holdings acquired a controfling 50.01% interest in this newly formed 8383
through a cash investment of $650,000. EDE Holdings is also the 50.01% (reduced to 25% on January J, Nooe
guarantor of a $2.4 million fong-term note payable. The acquisition was accounted for using the _E:“_a,mm
method of accounting in accordance with SFAS No. 141, “Business Combinations” (FAS 141). Current assets were
valued based on the carrying value at July 17, 2002. The property, plant and equipment was valued ::ofo: a
third party appraisal.

In February 2003, we purchased Joplin.com, a leading Internet service provider in the Joplin, Missouri area.
The purchase was made through Transaeris, a non-requlated subsidiary of EDE Holdings, inc. We have merged
Transaeris and Joplin.com into one company named Fast Freedom, Inc. V

In September 2003, EDE Holdings, Inc. purchased an approximate 6% interest in ETG, a company that
makes automated meter reading equipment. This investment is accounted for under the cost method. w

in the first half of 2003, we began amortizing the accumulated costs for our Conversant software ,mqa the
value of the customer list obtained with our purchase of Joplin.com in accordance with SFAS No. 142, _.moons___
and Other Intangible Assets”. This amortization which approximates $0.2 million did not have a sma:m_ impact
on our consolidated financial condition or results of operations.

The table below presents information about the reported revenues, operating income, net income, capital
expenditures, total assets and minority interests of our non-requlated businesses. ,

For the year ended December 31, '

2003+ 2002
Non-Regulated Total Company Non-Requiated Totat Company
Statement of Income Information '
Revenues S 2147750 $ 325,504,896 $ 10,255,530 $305,902.995
Operating income (loss) S (936153) S 61434519 $ (1373.252) $ 56836905
Net income (loss) $ (1392,660) S 29450307 $ (1489.325) $ 2552418
Minority interest § 353634 S 353634 S 142463 § 142463
Capita! Expenditures*** § 4153868 $ 65,059,358 S 5917421 S 1522137
As of December 31, w
2003 2002
Non-Reguiated Total Company Non-Regulated Total Company
Balance Sheet Information
Total assets $ 24439244 $1,009,443143 § 22210566 $964,557,323
Minority interest $ 1159953 $ 1159953 S 806319 $  B06319

* Includes revenues received from the regulated business that are eliminated in consolidation. '

** Increases in non-regulated revenues and minority interest for the year ended December 31, 2003 primarily reflect a full year's results of MAPP, &
company specializing in close-tolerance custom manufacturing for the aerospace, electranics, telecommunications and machinery _3538
which was acquired in July 2002.

"** The capital expenditures for 2002 have been adjusted to include the capital expenditures of all our non-req
included onfy the construction expenditures of our fiber business.

atad ertheidi

fes. We pr




LS 28og

-2002 10} UO0IJ23S SU01IaNpa anuaAay bujesad( 3y} JApun Jand, 0] PaYJisse|da) Usag Ay SUNOWe sy
"BW0IU| JO JUSLWR]S INO LI SUOHINPAE U BWOdU| JBY30 UIyIm paziubodal uaaq pey sjuswnuisu buibpay buiky
-ljenb-uou 0} burjejas 0p0'0Ly$ 10 S3Xe} pajejal pue suleb paziieasun Jo Ok6'BEZ'ES 2002 1€ J8qWaAQ JO SY

"€002 10 (xe3-31d) Uoljjiw Z2$ a4am Jand,, Ul papn(ou] safjialoe bul
-bpay 1no Jo uortlod (pabpayJano) aai1Iagaul Ay} WO} (SISSO])/SUIRS "UOLIIRS SUOIJINPI( PUe 3Woduj J8YlQ 3y}
Japun , awody bupelado-uou - 18u30,, Ut ‘2002 'I€ 13qW33Q Papua spoLad Joud SUj Ul [eLIF1eW JOU B19M YIIYM
‘(sassoj)/suieb yons pap10das Ajsnoiasid pey ap "sainjuaA aateinaads Jou ale pue weiboud Juswaindosd jany no
10 JJed se s3s00 [an} Buiz)jige3s 0] pajeas ale salyiApoe buibpay seb no Jo e 3duIs £¢| Sy4 Ag pamoj(e se sjuaw
-3]e]s aWodU| N0 JO UO1JIas SU0tjoNpag anuaaay busjesadp ayj Japun ,[an4,, ul saipAlde buibpay Ino jo uoriod
(pabpaylano) aAjdajaul ay) uo (sassof)/suied pazieasun buip1odal uebaq am ‘t00gZ 10 Joxsend sty syj u|
‘9suadxa
|3n} 0} Pa1JISSE|IaL 3 [|IM JuatLNISUl 3y} 0] paje[al poriad Jey} Jof ssof Jo ujeb Aue ‘pollad uorjeuILLIlep UIed
10 pua ay} ¥ 1002 ‘i€ Ainp uo bupua pue oz ‘| Aenuer buuuibag ‘spotsad uoteulusiap ayy buunp siseq
Ajyjuow e uo Aj9AIJRINWIND PajSNipe aq [|iM SJUNOWE 359Y] “SaXe] Pallajap Ul papnjoul st Lieb siy) uo Sov'isy'ys
10 193}42 X} 3y "133YsS adue|eq ay} Jo uoi1das uopezielded ay) Ui awodU| 3asUsYRIdwIo) JBY]Q PaleNWINIIY se
paziubodal si $)ILJ3U0D 3S3Y} JO anjeA JaxJew Jie) au bugjuasaidal uled pazieaun 'xe} Jo Jou 60LUTIS Y

- 05€'08 S31J1[1QeY| JULINJUCN
892'905 OvI'€8S qel| JUaiin)
005216Y 000795 ]9SSP JURLINIUON
81628V'L S 0SE'IEIN S SJOSSE JUdLINY
2002 £002

"EE] Sv4 JO SjusLl

-asinbas burpodas ay) 07 12algns pue a3ep JRY] JO SE PIaY SJUBWNIISUL [dueUl) 3A1JeALIap bulAjienb jo anjea
Jiey 3y} buruasaldal sanljigel) pue s}asse BUIMO0) aU} PapI0Ial BABY aM 'Z00Z Pue £00Z 'IE Jaqwiadag Jo sy
-3jeidosdde sabuoj ou sI Juawniysuy abpay e se aajeALap Al
10 uoIRUDISIP JRY) SUIULIB)SP Juslabeurwl () 10 LINJ0 ||iM UOHIRSURL) PAISRIAIO0) B Jey) AlyHun S1 }i asnedaq
“uswnysu buibpay-uou e se pajeubisap s1 aAIJRALIBP Y] (€) (PASIIIAXD 1O ‘PAJRUNLIIY 'PloS S| 40 SaLIdXD 3AY
-BALIBP 83U} (2) (Suoljaesuel) paisedalc) buipnjaul) way pabpay e Jo sMoj ysed ul sabueyd BuIIsHo ul aARY
1abuo} ou SI 3AIIEALIBP U] 1RUY PaUILLIAILP SHI (1) uaym AjpAalpoadsold bugiunodoe abpay snuBuodSIp I
"sEuLIe POLRT-JUSLIND Ui PaYI0da) BB SIUBWNIISUL BAENIIP
pabpay-uou jo anjeA Jiey ay] ul sabuey?) *(sbujusea uj papiodal ase AJIgel| 0 Jasse a)el-jgeLieA © uo sjusw
-3]119s dtpoLtad uaym “6°3) SMoJ ysed Jo AjljigeLieA 3y} Aq pajoaje ale sHUILIRS |juUn *awodu] SAISURYIdWod
13y10 Ul pap.o2as ale abpay Moy-ysed e se sayienb pue pajeubisap pue saiaa AjYbly St Jel) BAljeALIBp € jO
anjeA Jiej 3y} ul sabuey) "(quawniysus  buibpay-uou, €) sesodind buibpay-uou 104 pjay I Jey) JusWInSu ue (2)
10 (3bpay ,mo)3-ysed, ) Ajjigelf Jo Jasse paziubodal e 0} pajelst pied Jo PaniaIal 3G 0} SMOJ) Ysed Jo AjjigetieA
3y} JO 10 UDIJIBSUR.] PaJSeID10] B Jo abpay e (1) Se pajeublsap S| SAIJRALIDP BU) ‘0Jul PAIBIUB Si JI0J3U0I BAK
-BALIBP B 3]ep 8Y] UQ) 3nJeA Jip) 112U} Je 1aays aupjeq sy} uo paziubodal aq 0) SanljeALtap saunbal gel Sy4
"aInsodxa 9)es 15959)u1 UIRYID Abeuew 0} pue Jayiew Jods 3{1LJ0A 3Y} Uo ‘Jany se
pasn aq 0] ‘seb |eamjeu buiseyaind wody bulyjnsas ansodxa Jno sbeuew djay 0] ysii JayJew Ajpowwod seb jein
-Jeu 1no abeurw 0} SIAIRALIIP AZIIIN S "SNIBA JIB) JB PAINSeal Jasys aduRjeq ay) uo saijiiqel] Jo $)asse Jay)ia

S SaARALIAD i@ J0 UouhOo3as Salnbal ‘papualie se 'gel SY4 (6bL SY4) ,S8NAIY BuIbpay pue sjuswnsy)
BAIIBALIS( £E] JUBWIILIS JO JUBWIPUALLY,, ‘6| "ON SY4S PUB (BEL SY4) .£EL SYAS JO JuaLUpUBWY pue SalYALIY

buibpay ureysa) pue SjuaLINIISU| aAJRALIBQ UIRLA) J0) BUIIUNCDY, ‘BEL ON SY4S ‘(E€1 SY4) .SatitaIdY bulbpay
piie SJUBWINIISU 2A1I)RALIR( J0) BUIUNOIDY, ‘CE] "ON SY4S Jo suoisiaoid auy pajdope am ‘|00z ‘| Atenuer ug
SLNIWNYLSNI TYIONVYNIS ALLVATIIA ANV INIWIOVNVYIN XSIH V1

“Bulpunol 0) anp siseq |enUUE Ue Lo Pandwod Se ¥I0]s UOWWOI Jo aJeys abe
-1aae 1ad sbuiwiea ay) |enba Jou Aew ¥20s Uowwod Jo aseys abelane 1ad sbujuies Apajrenb ayj Jo wns syp

90 $ 80 § 610 S (c00) § %00}S UOWIWIOD JO BIeYsS
abesaae 1ad sbuiues pajn|ip pue Jiseg
9°e 18681 L0y (1£5) %203$ Uouwiod 0} aqedijdde awodu) 38N
W9E 1868l 120 (1£9) auIoU] N
2600 190'92 0861l v9'L awodu) bunesado
28148 £20'66 $ S06'89$ 16259 $ sanuaAd) bupesadg
12002
{sjunoue aseys sad ydsoxa sp U} uj siejjop)
y3nog P puoaas 3sad
- HENT)
120§ iwo S a0 § 620§ )00]S UOLILIOD JO BIeyS
abeiaae Jad sbujuies pajnjip pue diseg
She'y 86291 2997 §¥9' %203s UouIW0 03 3jgedi|dde awodul JaN
Sh8'Y 86291 2992 5¥9' 3ol N
9 9517 16601 908l 8oyl dupesado
196218 620101 £09'%1$ 9069L § sanuaaal buijessdp
€002
Amu==oEm aleys Jad umwuxw spuesnoy} uj m._s__ouv
4yino4 Ay puodas TP
pajelsal sy pajejsal sy pejejsal sy
sioyend
1270 $ €0 go 20§ }O0)S UOWILIOD JO B1eYS
abeaae sad mo:_Emw pa)njip pue aiseq
She'Y €991 1067 ¥20'9 #20}s owwod 0} ajgeatjdde swodu) 9N
SheY £9/'91 1062 209 aUI0U! 30N
el 129%2 971 s8Iyl autoou] bugelado
196§ 620101 § £09%2$ 9069L $ sanuanas butiesadp
€002
AnaE..eE- aleys 1d um.moxm spuesnoyy uj Em:oE
4ysnog paIYL pudag S04
psjaodal sy pajiodas sy pajodes sy
sia)lenp

‘Ajaaaadsal 'e002 ‘0f 1aqwadas pue €002 ‘'0€ 3unf ‘€002 'IE YdJe papus sialienb ay;

Joy aleys Jad 20'0$ pue 10'0$ "20°0$ Ag sbuiuea pajiodal Ajsnoiaaid padnpal JuSLIR)Sal Ay 'sielenb asay)
10 4283 10} Y/0-0| tio4 uo spiodas Aj1apienb papuswe pajiy am “(3Jeys Jad 9gros 10 xej Jo J8U ‘ol iS) €002
10 asuadxa uoisuad xe}-aud jRUOLPPE SB LOKIW Z'2$ PapI0dal am ‘Juaunsnipe siy jo Jynsel e sy sajdioulid
burunodae pajdadde Ajelauab Japun sjuawannbal UOIJRZIJIOWE SSO} [eLIeN)OR WWILIW 0) 3AIje[3)

PaAialal UOIPLILIOJUI [BLIENJOR P3)IaLlod UO paseq sem juawiisnipe siy) ‘saafojdws Ino Jo (e Ajjerjuels

-qns buiiaAod ue|d uoisuad J1jausq paulyap auj 0} pazeal £00Z noybnoly) papIodal usaq pey Jey) }s0d uoisuad
pajewi}sa ay 0) AIRSS30U SBM JUSWISHIPE U Jey] pauiuidlap am ‘y00z Jo Alenuep buung ‘200z Jo) sjnsal
Ajsa)enb pajiodal pue £00Z Joj synsal Apajuenb pajejsal pue papodal Ajsnoiaid Jo Asewwns e si buimojjo) ay|
(G3L1NYNN) NOLLYWYOINI ATHILYYND GILIITIS '€l




We also enter into fixed-price forward physical contracts for the purchase of natural gas, coal and
purchased power. These contracts are not subject to the fair value accounting of FAS 133 because they are
considered to be normal purchases and normat sales (NPNS). None of our NPNS contracts contain a price
adjustment feature as contemplated in Derivative Implementation Group Issue No. C20 issued in June 2003
and effective the first fiscal quarter beginning after July 10, 2003. We have instituted a process to determine if
any future executed contracts that otherwise qualify for the NPNS exception contain a price adjustment feature
and will account for these contracts accordingly.

15. ACCOUNTS RECEIVABLE - OTHER
The following table sets forth the major components comprising “accounts receivable - other” on our
consolidated balance sheet (in milfions):

2003 2002
Accounts receivable for meter loops, meter bases, line extensions, highway projects, etc. $ 19 § 22
Accounts receivable of our non-requlated subsidiary companies 17 30
Accounts receivable from Westar Generating, Inc. for commonly-owned facility 05 15
Taxes receivable - overpayment of estimated income taxes 19 28
Accounts receivable for true-up on maintenance contracts 10 -
Other 09 05
Total accounts receivable - other § 79 __§$100

The $1.0 miltion in accounts receivable for true-up on maintenance contracts represents $0. million
remaining of the $3.0 million gross amount of a true-up credit from Siemens Westinghouse in June 2003
refated to our maintenance contract entered into in July 2001 for the State Line Combined Cycle Unit (SLCC) and
$0.9 mitlion of quarterly estimated credits accrued in the last 6 months of 2003. 40% of this credit belongs to
Westar Generating, Inc., the owner of 40% of the SLCC, and has been recorded in accounts payable as of
December 31, 2003.

16. REGULATED -~ OTHER OPERATING EXPENSE
The following table sets forth the major components comprising “requlated - other” under “Operating Revenue
Deductions” on our consolidated statements of income (in millions) for all periods presented:

2003 2002 2001
Transmission and distribution expense S 81 S 87 S 18
Power operation expense {(other than fuef) 92 8.8 69
Customer accounts & assistance expense 6.7 6.8 6l
Other water operating expense 01 01 02

Employee pension expense/(income) 35 21 29)
Employee healthcare plan 6.8 6.3 48
General office supplies and expense 6.3 6.0 51
Administrative and general expense 81 70 51
Allowance for uncolfectible accounts 10 12 20
Miscellaneous expense - . 03 04
Total § 498 § 431 S 367

17.  MERGER AGREEMENT

We and Aquila (formerly UtiliCorp United, Inc.) entered into an Agreement and Plan of Merger, dated as of May 10,
1999 (the "Merger Agreement”), which provided for @ merger of the Company with and into Aquila, with Aguila
being the surviving corporation (the “Merger”). Our shareholders approved the proposed merger on September
3,1999.

Under the terms of the Merger Agreement, either company could terminate the Merger Agreement
without penalty if all requlatory approvals were not obtained prior to December 31, 2000. On January 2, 2001,
Aquila exercised its right to terminate the Merger Agreement on that basis. Upon termination of the Merger
Agreement, approximately $6.1 million of merger-related costs that had not been deductible for income tax
purposes became deductible. As a result, we recognized a tax benefit related to such costs of approximately
$2.3 mitlion in the first quarter of 2001.

The stockholder approval of the merger effected a change in control under our Change in Control
Severance Pay Plan (the "Plan"). Certain key employees, electing voluntary termination, became eligible to
receive compensation as specified under the terms of the Plan. The termination of the Merger Agreement did
not relieve us of our obligations under the Plan.

As of December 31, 2000, we had incurred approximately $155,000 of obligations to individuals electing
voluntary termination under the Plan. Subsequent to that date, we incurred approximately $1.967,000 in
additional obligations under the Pfan. As of December 31, 2002 approximately $739,000 of the obligations had
been paid and $1,383,000 remained. As of December 31, 2003 approximately $727,000 in obligations remain to
be paid.
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ELECTRIC OPERATING STATISTICS"
THE EMPIRE DISTRICT ELECTRIC COMPANY

{dolars in thousands, except per share amounts) 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993
Electric Operating Revenues (000s): ,,
Residential $ 125197 S 126,088 $ 10584 $ 108572 S 98787 $ 100567 § 88636 S 86,014 $ 81331 § namn S 68417
Commercial 90,517 91,065 82,231 71601 73773 71810 64,940 61811 58,430 54,052 50,264
Industrial 50,643 50,155 44509 4211 41030 39,805 KIS 35,213 32,637 31317 28,880
Public authorities - 7210 7099 6,311 5927 5,847 5,559 4995 4180 3745 3,509 3419
Wholesale on-system 12,440 1.868 12on 11738 10,682 10928 9,730 9,482 8,360 8173 8,038
Miscellaneous 6,618 6987 5,583 4546 3,856 _ 4,006 3341 3,639 3345 2,393 2,302
Total system 292,685 293,262 262135 251,095 233975 232,615 208,834 200,339 187,848 n,421 161,380
Wholesale off-system 10,849 17185 3,898 1842 7090 6,126 5473 4595 4,000 5,391 6,244
Less Provision for IEC Refunds - 15,875 2,843 - - - - - - - -
Total electric operating revenues ¥ $ 303534 $ 294512 $ 263190 § 258931 $ 241,065 $§ 238,801 § 214,307 $ 204934 $ 191,848 $ 176,812 § 167,624
Electricity generated and purchased (000s of kWh): .
Steam 2,281,352 243323 1969412 2193847 2378130 2228103 2312914 2231062 231402 2,495,055 2,322,149
Hydro 58,118 45430 53,635 51132 86,349 70,631 715718 62,860 71,302 83,556 102,673
Combustion turbine’ 816,343 943,924 790993 455,678 520,340 439517 211,872 162,679 170,479 _ 51358 39532
Total generated 3161813 3132611 2,814,040 2,100,651 2984819 2,138,251 2,662,364 2,456,601 2615802 2629969 2464954
Purchased 212,879 2,520,421 2,092,955 2,255,076 1,686,182 1970,348 1,839,833 1968,898 1540,816 1,394,410 1443410
Total generated and purchased 5274692 5,653,098 4906995 4955733 4,671,601 4,708,599 4502197 4,425,499 4,156,618 4024439 3908,364
Interchange (net) 91 (69) (264) 145 (138) (1.894) 1018 (1,087) (5851) | 630 11,266
Total system input 5274,183 5,653,029 4906131 4955878 4671463 4706705 4503215 4424412 450,767 4,025,069 3919,630
Maximum hourly system demand (Kw) 1,041,000 987,000 1,001,000 993,000 979,000 916,000 876,000 842,000 815,000 41,000 739,000
Owned capacity (end of period) (Kw) 1102,000 1,004,000 1,007,000 878,000 878,000 878,000 878,000 724,000 737,000 656,500 657,300
Annual load factor (%) 54.28 56.88 54715 5512 5216 5572 55.38 56.85 5515 5132 54.88
Electric sales (000s of kWh):
Residential 1,728,315 1,726,449 1,681,085 1660928 1509176 1548,630 1429787 1440512 1350,340 1264,721 1,248,482
Commercial 1,386,806 1,378,165 1,375,620 1,333,310 1,260,597 1.246,323 171,848 154,879 1,086,894 1,018,052 950,906
Industrial 1058730 1027446 1,004,899 105,779 988,114 960,783 943,287 923730 859,017 827,067 760,737
Public authorities 102,338 101,188 100,125 96,403 99,739 98,675 101122 95,652 90,543 86,463 83,239
Wholesale on-system 308,574 323103 322,336 309,633 297614 299,256 273,035 262,330 243,869 234,228 232,815
Total system 4584763 4,556,352 4,484,065 4,416,053 4155240 4,153,667 3919,079 3877103 3,630,663 3,430,531 3216119
Wholesale off-system 324,622 735,154 105,975 161,293 198,234 235,391 253,060 219814 213590 304,554 366,129
Total electric sales 4909,385 5291506 4,590,040 4577346 4353474 4,389,058 4172139 4096917 3844253 3,135,085 3,642,908
Company use (000s of kWh) 10,093 9960 10,134 8714 8,583 8940 9,688 9584 9,559 9,260 9n7
Lost and unaccounted for (000s of kWh) 355,305 351,563 306,557 369,818 309,406 308,707 321,388 3iron 296,955 280,124 267,605
Total system input 5,274,183 5,653,029 4906,731 4955878 4671463 4,706,705 4503215 4,424,412 4150767 4,025,069 3,919,630
Customers (average number of monthly bills rendered):
Residential 129,878 127681 12599 123,618 121523 119,265 1n72n 115116 112,605 109,032 105,079
Commercial 23017 22,858 22,610 22,504 22,206 21774 21323 20,758 20,098 19175 18,447
Industrial 362 349 337 345 350 354 346 346 339 318 283
Public authorities 1716 1690 1,645 1674 1759 1739 1720 1696 _.mﬁ 1558 1517
Wholesale on-system 5 7 1 7 7 1 17 1 1 1 7
Total system 155,038 152,585 150,655 148,148 145,845 143139 140,667 137923 134,686 130,090 125,333
Wholesale off-system 7 16 7 6 6 6 I 9 6 ) 6 5
Total 155,055 152,601 150,662 148,154 145,851 143,145 140,674 137932 134,692 130,096 125,338
Average annual sales per residential customer (kWh) 13,307 13522 13,342 13,436 12419 12,985 12192 12,514 1992 11,600 11,881
Average annual revenue per residential customer  § 96396 $ 93621 $ 86972 $ 81829 § 8129 § 84322 § 715582 S 1419 § 122 $ 66014 $ 65167
Average residential revenue per kWh 124¢ 692¢ 652¢ 6.54C 655¢ 649¢ 6.20¢ 597¢ 6.02¢ 5.69¢ 548¢
Average commercial revenue per kWh 6.53¢ 6.21¢ 591¢ 5.82¢ 585¢ 5.76¢ 554¢ 5.35¢ 5.38¢ 531 529¢
Average industrial revenue per kWh 4.78¢ 4.55¢ 4.35¢ 4.20¢ 415¢ 414¢ 3.94¢ 3.81¢ 3.80¢ 3.79¢ 3.80¢

(1) See Selected Financial Data for additionat financial information regarding Empire.

(2) Before intercompany elintinations.
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CORPORATE INFORMATION
THE EMPIRE DISTRICT ELECTRIC COMPANY

Annual Meeting
The annual meeting of shareholders will be held Thursday, April 22, 2004,
at 10:30 a.m. at the Holiday Inn, 3615 South Range Line, Joplin, Missouri.

Company Headguarters

The Empire District Electric Company
602 Joplin Street

PO. Box 127

Joplin, Missouri 64802-0127
Telephone (417) 625-5100

Auditors
PricewaterhouseCoopers LLP
St. Louis, Missouri

Registrar, Transfer Agent, and Dividend Agent

Wells Fargo Bank, N.A.

Shareowner Services

P0. Box 64854

St. Paul, Minnesota 55164-0854

(800) 468-9716 (toll free in the United States)

(651) 450-4144 (for the hearing impaired) (TDD)

(651) 450-4064 (outside the United States)
www.shareowneronline.com (for registered shareholders)
www.wellsfargo.com/shareownerservices (for general inquiries)

Stocl Trading

Empire stock is listed on the New York Stock Exchange under the following ticker symbols:
EDE Common Stock :

EDEPrD  Trust Preferred Securities of Empire District Electric Trust |

Stock Prices and Dividends

Dividend
2003 Quarter High Low Pald
First 9.1 17.00 50.32
Second 22.20 et $0.32
Third 2226 20.80 $0.32
Fourth 2245 2100 $0.32
Dividend
2002 Quarter High Low Pald
First 2199 2028 $0.32
Second 2178 1872 $0.32
Third 2030 1590 50.32
Fourth 1912 15.06 $0.32
Credit Rating
Moody's Standard & Poor’s
First Mortgage Bonds Baal BBB
PCRB-AMBAC Aaa AAA
Commercial Paper P2 A2
Senior Unsecured Notes Baa2 BBB-
Trust Preferred Baa3 BB+

Dividend Reinvestment and Stocl Purchase Plan

The Dividend Reinvestment and Stock Purchase Plan offers a variety of convenient, low-cost services for

current shareholders. It is designed for long-term investors who wish to invest and build their share

ownership over time. All registered holders of Empire common stock can participate in the Plan. If you are
a beneficial owner of shares in a brokerage account and wish to reinvest your dividends, you can request
that your shares become registered or make arrangements with your broker or nominee to participate on
your behalf. The Plan offers a 3% discount on the purchase of shares with reinvested dividends. Optional

features (applicable to registered holders only) include:

+ Additional cash purchases, as often as weekly, with $50 minimum per
transaction up to $125,000 per year;

+ Automatic deduction from your bank account for additional cash purchases;

« Safekeeping of your certificates;

« Participation in the Plan with full, partial, or no reinvestment of dividends;

- Sale of shares through the Plan.

The Plan Administrator may be contacted as follows to request a prospectus describing the Plan,
an enroliment form or to make an optional cash investment:

Wells Fargo Bank, N.A.

Shareowner Services

P0. Box 64856

St. Paul, Minnesota 55164-0856

(800) 468-9716 (toll free in the United States)

(651) 450-4144 (for the hearing impaired) (TDD)

(651) 450-4064 (outside the United States)
www.shareowneronline.com (for registered shareholders)
www.wellsfargo.com/shareownerservices (for general inquiries)

Financial Report = Form 10-{ .

Copies of this report and the Annual Report on Form 10-K, including financial statements as filed
with the Securities and Exchange Commission, are avaifable without charge upon written request to
Janet S. Watson, The Empire District Etectric Company, PO. Box 127, Joplin, Missouri 64802-0127. Both

reports may also be accessed via our website, www.empiredistrict.com. This report is not intended to

induce any securities’ sale or purchase.

Inquiries
Investor, shareholder, and financial information is also available from:

The Empire District Electric Company
Janet S. Watson, Secretary-Treasurer
PO. Box 127

Joplin, Missouri 64802-0127
Telephone (417) 625-5108
Investor.relations@empiredistrict.com

Internat
We invite you to learn more about our Company by connecting with us at www.empiredistrict.com.
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